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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, DC 20549

FORM 10-Q

(Mark One)

Quarterly report pursuant to Section 13 or 15(d) ofthe Securities Exchange Act of 1934
For the quarterly period ended September 30, 2012

or

O Transition report pursuant to Section 13 or 15(d) 6the Securities Exchange Act of 1934
For the transition period from to

Commission File Number 0-23441

POWER INTEGRATIONS, INC.

(Exact name of registrant as specified in its chaer)

DELAWARE 94-3065014

(State or other jurisdiction of

(I.R.S. Employer
Incorporation or organization)

Identification No.)
5245 Hellyer Avenue, San Jose, California, 95138
(Address of principal executive offices) (Zip code)

(408) 414-9200

(Registrant’s telephone number, including area code

Indicate by check mark whether the registrant €l filed all reports required to be filed by Secti@ or 15(d) of the Securities Excha

Act of 1934 during the preceding 12 months (orsiach shorter period that the registrant was reduodile such reports), and (2) has been
subject to such filing requirements for the pastia@s. YES NO O

Indicate by check mark whether the registrant sttiethielectronically and posted on its corporate A& if any, every Interactive Data
File required to be submitted and posted pursuaRide 405 of Regulation S-T (8§ 232.405 of thispthg) during the preceding 12 months (or
for such shorter period that the registrant wasired to submit and post such files). YHX NO O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, maccelerated filer or a smaller reporting

company. See the definitions of “large accelerdited” “accelerated filer” and “smaller reportirmmpany” in Rule 12b-2 of the Exchange
Act:

) Accelerated filer O
Large accelerated fileilx]

Non-accelerated filer O

Smaller reporting companyd
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrantskell company (as defined in Rule 12b-2 of the Exgje Act). YESO NO

Indicate the number of shares outstanding of ehtiiedssuer’s classes of common stock, as ofdtest practicable date.

Class

Shares Outstanding at October 19, 201
Common Stock, $.001 par value

28,969,54¢







Table of Contents

POWER INTEGRATIONS, INC.

TABLE OF CONTENTS

PART |I. FINANCIAL INFORMATION

Item 1.

Item 2.

Item 3.

Item 4.

Financial Statements

Condensed Consolidated Balance Sheets as of Semt@&M2012 and December 31, 2011

Condensed Consolidated Statements of Income (fost)e three months and nine months ended Septedibe
2012 and 2011

Condensed Consolidated Statements of Comprehelmsiveme (Loss) for the three months and mmenths ended
September 30, 2012 and 2011

Condensed Consolidated Statements of Cash Flovikdarine months ended September 30, 2012 and 2011

Notes to Unaudited Condensed Consolidated FinaBtééments

Managemens Discussion and Analysis of Financial Conditiod &®sults of Operations

Quantitative and Qualitative Disclosures About MarRisk

Controls and Procedures

PART II. OTHER INFORMATION

Item 1.

Item 1A.

Item 2.

Item 5.

Item 6.

SIGNATURES

Legal Proceedings

Risk Factors

Unreqistered Sales of Equity Securities and Uderoteeds

Other Information

Exhibits

Page

I~

[

o

I~




Table of Contents

Cautionary Note Regarding Forward-Looking Statemen$
This Quarterly Report on Form 10-Q includes a nunatbéorward-looking statements that involve maisks and uncertainties.

LI "o, LU ” o

Forward-looking statements are identified by the ofsthe words “would”, “could”, “will”, “may”, “expect”, “believe”, “should”, “anticipate”,
“outlook”, “if", “future”, “intend”, “plan”, “estimate”, “predict”, “potential”, “targets”, “seek” dicontinue” and similar words and phrases,
including the negatives of these terms, or otheiatians of these terms, that denote future evdrtese statements reflect our current views
with respect to future events and our potentiaricial performance and are subject to risks andrteiaties that could cause our actual result:
and financial position to differ materially and &dsely from what is projected or implied in anyward-looking statements included in this
Form 10-Q. These factors include, but are not éohi, the risks described under Item 1A of PartIfRisk Factors,” Item 2 of Part | —
“Management’s Discussion and Analysis of Finan€iahdition and Results of Operations” and elsewiretkis Quarterly Report on Form 10-
Q, including: our quarterly operating results aptatile and difficult to predict, and if we fail tneet the expectations of public market analyst:
or investors, the market price of our common stoely decrease significantly; intense competitiothahigh-voltage power supply industry
may lead to a decrease in our average selling pridereduced sales volume of our products; if dehfi@nour products declines in our major
end markets, our net revenues will decrease; iingaunable to adequately protect or enforce oetl@wtual property rights, we could lose
market share, incur costly litigation expensesfestiicremental price erosion or lose valuable @ssay of which could harm our operations
and negatively impact our profitability; if we dotprevail in our litigation, we will have expendsignificant financial resources, potentially
without any benefit, and may also suffer the |ldssghts to use some technologies; and our inté@nat sales activities account for a
substantial portion of our net revenues, which ectigjus to substantial risks. We make these forlomking statements based upon
information available on the date of this Form 10a@d we have no obligation (and expressly disckaiy obligation) to update or alter any
forward-looking statements, whether as a resuttesf information or otherwise except as otherwisglired by securities regulations.
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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
POWER INTEGRATIONS, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(unaudited)
(In thousands)

September 30, December 31,
2012 2011
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 74,747 $ 139,83
Short-term marketable securities 35,60¢ 40,89¢
Accounts receivable, net of allowances of $292&®2ib in 2012 and 2011, respectively (Note
2) 11,10¢ 9,39¢
Inventories 46,92¢ 52,01(
Deferred tax assets 892 89z
Prepaid expenses and other current assets 17,65¢ 7,06¢
Total current assets 186,93 250,10:
LONG-TERM MARKETABLE SECURITIES — 32,04:
PROPERTY AND EQUIPMENT, net 90,35¢ 88,24
INTANGIBLE ASSETS, net 49,58( 8,85:
GOODWILL 78,27¢ 14,78¢
DEFERRED TAX ASSETS 7,41( 12,38
OTHER ASSETS 4,047 26,51
Total assets $ 416,60: $ 432,91¢
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES:
Accounts payable $ 19,697 $ 16,53:
Accrued payroll and related expenses 6,25¢ 5,911
Taxes payable 1,16¢ —
Deferred tax liabilities 1,63¢ —
Deferred income on sales to distributors 10,437 7,88:
Other accrued liabilities 17,58 2,30¢
Total current liabilities 56,77 32,63
LONG-TERM INCOME TAXES PAYABLE 7,56( 34,36¢
DEFERRED TAX LIABILITIES 3,92¢ —
PENSION LIABILITY 662 —
Total liabilities 68,92¢ 66,99¢
COMMITMENTS AND CONTINGENCIES (Notes 9, 11 and 12)
STOCKHOLDERS' EQUITY:
Common stock 29 28
Additional paid-in capital 188,58 158,64t
Accumulated other comprehensive income 287 50
Retained earnings 158,77: 207,19¢
Total stockholders’ equity 347,67¢ 365,92(
Total liabilities and stockholders’ equity $ 416,60: $ 432,91

The accompanying notes are an integral part oetheaudited condensed consolidated financial stat&m
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POWER INTEGRATIONS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF INCOME (LOSS)

(unaudited)
(In thousands, except per share amounts)

Three Months Ended

Nine Months Ended

September 30, September 30,
2012 2011 2012 2011

NET REVENUES $ 78,04t ¢ 75,060 $ 226,20( $ 232,00!
COST OF REVENUES 39,29¢ 40,02 115,10: 122,91
GROSS PROFIT 38,751 35,04: 111,09¢ 109,09.
OPERATING EXPENSES:

Research and development 11,42¢ 10,34¢ 34,13« 30,56:

Sales and marketing 10,32¢ 7,99( 27,64: 24,34

General and administrative 7,941 6,14t 22,13t 18,76:

Charge related to SemiSouth (Note 15) 25,30( — 25,30( —

Total operating expenses 54,99¢ 24,48( 109,21: 73,66¢

INCOME (LOSS) FROM OPERATIONS (16,247 10,56 1,88 35,42¢
OTHER INCOME (EXPENSE)

Charge related to SemiSouth (Note 15) (33,93) — (33,93) —

Other income, net 837 552 1,64 1,45¢

Total other income (expense) (33,100 552 (32,290 1,45¢

INCOME (LOSS) BEFORE PROVISION (BENEFIT) FOR INCOMBRAXES (49,34)) 11,11t (30,409 36,88:
PROVISION (BENEFIT) FOR INCOME TAXES (4,94)) 3,60¢ 13,71¢ 8,91¢
NET INCOME (LOSS) $ (44,400 $ 751 $ (4412) $ 27,96
EARNINGS (LOSS) PER SHARE:

Basic $ (1.59 $ 0.2¢ $ (1.59 % 0.97

Diluted $ (159 $ 0.2 $ (159 $ 0.9:
SHARES USED IN PER SHARE CALCULATION:

Basic 28,90¢ 28,79¢ 28,58¢ 28,78¢

Diluted 28,90¢ 29,87¢ 28,58¢ 30,19¢

The accompanying notes are an integral part oetheaudited condensed consolidated financial stat&m
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POWER INTEGRATIONS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(unaudited)
(In thousands)

Three Months Ended Nine Months Ended

September 30, September 30,

2012 2011 2012 2011
Net income (loss) $ (44,400 $ 7,51 $ (44,12) $ 27,96¢

Other comprehensive income (loss), net of tax:

Foreign currency translation adjustments 114 (78) 47 (5)
Unrealized gain on marketable securities 28 — 19C —
Total other comprehensive income (loss) 142 (78) 237 (5)
Total comprehensive income (loss) $ (44269 $ 7,43¢ §$(43,88) $ 27,96(

The accompanying notes are an integral part oethesudited condensed consolidated financial sexitsn
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POWER INTEGRATIONS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited)
(In thousands)

Nine Months Ended

September 30,
2012 2011
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss) $ (44,12) $ 27,96¢
Adjustments to reconcile net income to net cashigenl by operating activities:
Depreciation 11,42¢ 11,331
Amortization of intangibles 3,322 72¢
Charge related to SemiSouth (Note 15) 59,23} —
Gain on sale of property and equipment (@D} (42)
Stock-based compensation expense 10,52( 6,617
Amortization of premium on marketable securities 73€ 1,25¢
Non-cash interest income from SemiSouth note (1,445 —
Deferred income taxes 4,08¢ 77¢
Provision for (reduction in) accounts receivablewahnces 21 (74)
Excess tax benefit from stock options exercised (560 (729
Tax benefit associated with employee stock plans 1,41 1,82¢
Change in operating assets and liabilities:
Accounts receivable 1,48¢ (4,542
Inventories 15,74* 10,18
Prepaid expenses and other assets (12,339 2,82:
Accounts payable 4,84 (2,090
Taxes payable and accrued liabilities (28,25%) 4,891
Deferred income on sales to distributors 2,55¢ (1,909
Net cash provided by operating activities 29,67¢ 60,02¢
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and equipment (12,187 (16,229
Proceeds from sale of property and equipment 2 2,24¢
Acquisitions (115,72() (6,919
Other assets — (1,277
Increase in financing lease receivable (420 (7,97¢)
Collections of financing lease receivable 527 314
Loan to SemiSouth (18,000 (3,000
Collection of note to SemiSouth — 3,00(
Purchases of marketable securities — (31,269
Proceeds from maturities of marketable securities 36,78¢ 15,17¢
Net cash used in investing activities (109,00 (45,92))
CASH FLOWS FROM FINANCING ACTIVITIES:
Issuance of common stock under employee stock plans 17,971 18,21¢
Repurchase of common stock — (35,819
Payments of dividends to stockholders (4,307 (4,320
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Nine Months Ended

September 30,
Excess tax benefit from stock options exercised 56C 72¢
Net cash provided by (used in) financing activities 14,23¢ (21,19
NET DECREASE IN CASH AND CASH EQUIVALENTS (65,089 (7,089
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD 139,83t 155,66
CASH AND CASH EQUIVALENTS AT END OF PERIOD $ 74,747 $ 148,57t
SUPPLEMENTAL DISCLOSURE OF NONGASH INVESTING AND FINANCING ACTIVITIES:
Unpaid property and equipment $ 1,47¢ % 3,48¢
Receipt of SemiSouth purchase option $ 6,21¢ $ —
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid for income taxes, net of refunds $ 45,10t % 558

The accompanying notes are an integral part oetheaudited condensed consolidated financial stat&m
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POWER INTEGRATIONS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. BASIS OF PRESENTATION:

The condensed consolidated financial statementsdadhe accounts of Power Integrations, Inc., EmBDare corporation (the
“Company”), and its wholly owned subsidiaries. Sfigant intercompany accounts and transactions h@en eliminated in consolidation.

While the financial information furnished is unatedi, the condensed consolidated financial statesrieciuded in this report reflect
all adjustments (consisting only of normal recugradjustments) that the Company considers nece&watye fair presentation of the results of
operations for the interim periods covered andithencial condition of the Company at the datehaf interim balance sheet in accordance wit
accounting principles generally accepted in thetdthStates of America (“U.S. GAAP”). The results iftterim periods are not necessarily
indicative of the results for the entire year. To@densed consolidated financial statements shmutéad in conjunction with the Power
Integrations, Inc. consolidated financial stateraemtd the notes thereto for the year ended Decedih@011 , included in its Form 10-K filed
on February 29, 2012 , with the Securities and Brgle Commission.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

No material changes have been made to the Compsgsificant accounting policies disclosed in Nat&ummary of Significant
Accounting Policie;, in its Annual Report on Form 10-K, filed on Fedryi 29, 2012 , for the year ended December 31, 2@ktept for the
changes discussed below. The accounting policynmdtion below is to aid in the understanding offthancial information disclosed.

Cash and Cash Equivalents

The Company considers cash invested in highly didmancial instruments with maturities of threentits or less at the date of
purchase to be cash equivalents.

Marketable Securitie

In the first quarter of 2012, the Company changethivestment policy to permit the sale of longyteand short-term marketable
securities prior to their stated maturity date. TQwempany generally holds securities until matufitgyyever, they may now be sold under
certain circumstances, including, but not limitedwhen necessary for the funding of acquisitiamd @ther strategic investments. As a resu
this change in policy the Company classifies iteestment portfolio as available-for-sale as oppdedtkld-to-maturity beginning March 31,
2012. Prior to March 31, 2012, the Company clasgifis investments as held-to-maturity. In conmectvith this change in investment policy
the Company classified all investments with anioagmaturity date greater than three months ag4¢on investments in its Condensed
Consolidated Balance Sheet. The Company's shantiterestment portfolio is invested in highly liguidancial instruments with maturities
greater than three months. As of September 30, 2808 December 31, 2011 , the Company's markesablarities consisted of U.S.
government-backed securities, municipal bonds,aratp commercial paper, certificates of deposit@thér high-quality commercial
securities.

Amortized cost and estimated fair market valuengéstments classified as available-for-sale ate3epér 30, 2012 , are as follos
thousands):
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POWER INTEGRATIONS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Amortized Gross Unrealized Estimated Fair
Cost Gains Losses Market Value
Investments due in less than 3 months:
Commercial paper $ 12,92: $ — 3 —  $ 12,92:
Corporate securities 3,68z 5 — 3,68
Total $ 16,60« $ 5% —  $ 16,60¢
Investments due in 4-12 months:
Corporate securities $ 25,73 $ 12¢ $ — 3 25,86
Total $ 25,73: $ 12¢ $ — 3 25,86
Investments due in more than 12 months:
Corporate securities $ 6,00( $ 57 $ — 3 6,057
Total $ 6,00( $ 57 $ — 3 6,057
Total investment securities $ 48,33¢ $ 191 $ — 3 48,527

Amortized cost and estimated fair market valuengéstments classified as held-to-maturity at Deeamdti, 2011 , are as follows (in
thousands):

Amortized Gross Unrealized Estimated Fair
Cost Gains Losses Market Value
Investments due in less than 3 months:
Commercial paper $ 9,84¢ $ — $ — 3 9,84¢
Corporate securities 6,09¢ 9 (2) 6,10¢€
Total $ 15,947 $ 9% 2 3 15,95¢
Investments due in 4-12 months:
Corporate securities $ 24.,80: $ 17¢ $ 23) % 24,95
Certificates of deposit 10,00( 1 — 10,00:
Total $ 34,80: $ 18C $ 23) % 34,95¢
Investments due in more than 12 months:
Corporate securities $ 32,04: $ 5% ave) $ 31,86¢
Total $ 32,04: $ 5% ave) 9 31,86¢
Total investment securities $ 82,78¢ $ 194 $ (202) $ 82,78:

As of September 30, 2012 , the Company had no rtesleesecurities in an unrealized loss positiore Tompany evaluated the
nature of the investments with a loss position eténber 31, 2011 , which were primarily high-qyatibmmercial securities, and determined
the unrealized losses were not other-than-temporary

Revenue Recognitic

Product revenues consist of sales to original eqaig manufacturers (“OEMs”), merchant power suppbnufacturers and
distributors. Approximately 74% of the Company's m@duct sales were made to distributors in tine mnonths ended September 30, 2012 ,
and 71% in the twelve months ended December 311, 20he Company applies the provisions of Accounsitandard Codification (*“ASC”)
605-10 (“ASC 605-10") and all related appropriatédgnce. Revenue is recognized when all of thefahg criteria have been met:

(1) persuasive evidence of an arrangement exB&tsliglivery has occurred, (3) the price is fixedleterminable, and (4) collectability is
reasonably assured. Customer purchase orders meeatjg used to determine the existence of an geeaent. Delivery is considered to have
occurred when title and risk of loss have transfiéto the Company's customer. The Company evaludtether the price is fixed or
determinable based on the payment terms assogidgtethe transaction and whether the sales prisaligect to refund or adjustment. With
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POWER INTEGRATIONS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

respect to collectability, the Company performslidrehecks for new customers and performs ongouaduations of its existing customers'
financial condition and requires letters of creditenever deemed necessary.

Sales to international OEM customers and merchamwep supply manufacturers that are shipped fronCin@pany's facility in
California are pursuant to “delivered at fronti€¢tDAF") shipping terms. As such, title to the pradypasses to the customer when the shipme
reaches the destination country and revenue ignéoed upon the arrival of the product in that doyrSales to international OEMs and
merchant power supply manufacturers for shipmeaots the Company's facility outside of the Unitedt8¢ are pursuant to “EX
Works” ("EXW") shipping terms, meaning that title the product transfers to the customer upon shipfrem the Company's foreign
warehouse. Shipments to OEMs and merchant powghsomnufacturers in the Americas are pursuanfree“on board” (“FOB”) point of
origin shipping terms meaning that title is pastethe customer upon shipment. Revenue is recognigen title transfer for sales to OEMs
and merchant power supply manufacturers, assuntliothar criteria for revenue recognition are met.

Sales to most of the Company's distributors areemedier terms allowing certain price adjustmentsraghts of return on the
Company's products held by its distributors. Aesult of these rights, the Company defers the mtiog of revenue and the costs of revenue:
derived from sales to distributors until the Compamlistributors report that they have sold the any's products to their customers. The
Company's recognition of such distributor reversubased on point of sale reports received frondisteibutors, at which time the price is no
longer subject to adjustment and is fixed, andptteelucts are no longer subject to return to the @aomg except pursuant to warranty terms.
gross profit that is deferred as a result of thikcy is reflected as “deferred income on saledistributors” in the accompanying condensed
consolidated balance sheets. The total deferreshtevas of September 30, 2012 , and December 31,,2@as approximately $20.8 million
and $16.7 million , respectively. The total defdropst as of September 30, 2012 , and Decemb@031,, was approximately $10.4 million
and $8.8 million , respectively.

Frequently, distributors need to sell at a pricgdothan the standard distribution price in ordewin business. At or soon after the
distributor invoices its customer, the distribusabmits a “ship and debit” price adjustment clainthie Company to adjust the distributor's cos
from the standard price to the papproved lower price. After verification by the Cpamy, a credit memo is issued to the distributotlie shiy
and debit claim. The Company maintains a reservariprocessed claims and future ship and debie@itjustments. The reserve appears as
reduction to accounts receivable in the Comparggsrapanying consolidated balance sheets. To tlmefiture ship and debit claims
significantly exceed amounts estimated, there cbeld material impact on the deferred revenue afefredd margin ultimately recognized. To
evaluate the adequacy of its reserves, the Comgaalyzes historical ship and debit payments aneldenf inventory in the distributor
channels.

Sales to certain distributors of the Company ardenander terms that do not include rights of returprice concessions after the
product is shipped to the distributor. Accordinglypduct revenue is recognized upon shipment aleditinsfer assuming all other revenue
recognition criteria are met.

Common Stock Repurchases and Cash Dividend

In February 2011, the board of directors authortheduse of $50.0 million for the repurchase of@wnpany's common stock. In the
twelve months ended December 31, 2011 , the Compgouychased 1.5 million shares for a total of 85fillion , concluding this repurchase
program. In November 2011, the board of directotb@rized the use of an additional $30.0 milliontfee repurchase of the Company's
common stock, and in March 2012, the Company caddéd $30.0 milliorstock repurchase program in connection with it€pase agreeme
to acquire CT-Concept Technologie AG. In Octobet2@he Company's board of directors authorizeditigeof an additional $50 million for
the repurchase of our common stock. Repurchasds Areexecuted according to pre-defined pricefwelguidelines set by the board of
directors. Authorization of future stock repurchasegrams is at the discretion of the board ofaoes and will depend on our financial
condition, results of operations, capital requiratagbusiness conditions as well as other factors.

In October 2010, the Company's board of directedated four quarterly cash dividends in the amafi$i0.05per share to be paid
stockholders of record at the end of each quant@0ll1. The first quarterly dividend payment of mpgmately $1.4 million was made on
March 31, 2011, the second quarterly dividend payro&$1.4 million was made on June 30, 2011, tiirel tyuarterly dividend payment of
$1.4 million was made on September 30, 2011, aadiial 2011 quarterly dividend payment of $1.4limil was made on December 30, 2011.
In January 2012, the Company's board of

11
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POWER INTEGRATIONS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

directors declared four quarterly cash dividendh@mamount of $0.0per share to be paid to stockholders of recortleaehd of each quarter
2012. The first quarterly dividend payment of apjimaately $1.4 million was made on March 30, 2012, $econd quarterly dividend payment
of $1.4 million was paid on June 29, 2012, andtltivel quarterly dividend payment of $1.4 million svanade on September 28, 2012, with the
final quarterly dividend payment to be approximatble same amount. The declaration of any futush clividend is at the discretion of the
board of directors and will depend on the Compafityancial condition, results of operations, cajpigguirements, business conditions and
other factors, as well as a determination that dagtiends are in the best interest of the Comgastgckholders.

Use of Estimates

The preparation of financial statements in conftymiith U.S. GAAP requires management to make edtsmand assumptions that
affect the reported amounts of assets and liadsliéind disclosures of contingent assets and tiabikt the date of the financial statements and
the reported amounts of revenues and expensegdbhamneporting period. Actual results could diffiemm those estimates. On an ongoing
basis, the Company evaluates its estimates, ingutiiose related to revenue recognition, incomediaxk-based compensation and
inventories. These estimates are based on higstéaicta and various other assumptions that the Gmypelieves to be reasonable at the time
the estimates are made.

Components of the Company's Condensed ConsoliBatedce Sheet

Accounts Receivable (in thousands):

September 30, December 31,
2012 2011

Accounts receivable trade $ 39,12 % 27,97
Accrued ship and debit and rebate claims (27,727 (18,367
Allowance for doubtful accounts (292 (21%)

Total $ 11,10¢ $ 9,39¢

Prepaid Expenses and Other Current Assets (in dimols3.

September 30, December 31,
2012 2011

Prepaid legal fees $ 87t % 3,50(
Prepaid income tax 12,70¢ 11€
Prepaid maintenance agreements 677 66¢
Interest receivable 32t 62¢
Supplier prepayment 1,10C —
Other 1,974 2,15¢

Total $ 17,65¢ $ 7,06¢

Other Assets (in thousands):

September 30, 2012 December 31, 2011

Prepaid royalty - SemiSouth (Note 15) $ — 3 10,00(
SemiSouth related assets (Note 15) — 7,00(C
Financing lease receivables and deposits - Sentiblate 15) — 7,55¢
Other 4,04: 1,95:
Total $ 4,047 $ 26,51:

12
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POWER INTEGRATIONS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

3. STOCK PLANS AND SHARE-BASED COMPENSATION:

Stock Plans
As of September 30, 2012 , the Company had twkdtased compensation plans (the “Plans”) whiclhdaseribed below.

2007 Equity Incentive Plan

The 2007 Equity Incentive Plan (the "2007 Plan"swdopted by the board of directors on Septemhe2d@’ and approved by the
stockholders on November 7, 2007, as an amendmereatatement of the 1997 Stock Option Plan (887 Plan"). The 2007 Plan provides
for the grant of incentive stock options, nonstatyistock options, restricted stock awards, regdictock unit awards ("RSUs"), stock
appreciation rights, performance stock awards @heratock awards to employees, directors and diamds. In June 2012, the Company's
stockholders approved the 2007 Equity Incentivea PAa amended to increase the aggregate numblearissof the Company's common stock
authorized for issuance under the plan by 2,800sb@@es. As of September 30, 2012 , the maximuraireng number of shares that may be
issued under the 2007 Plan was 8,679,502 shahésh imcludes options granted but not exercisedaamards granted but unvested and share
remaining available for issuance under the 1991, ptecluding shares subject to outstanding optanms stock awards under the 1997 Plan.
Pursuant to the 2007 Plan, the exercise pricenfmritive stock options and nonstatutory stock agtis generally at least 100% of the fair
market value of the underlying shares on the daggamt. Options generally vest over 48 monthssuezd from the date of grant. Options
generally expire no later than ten years afteidtite of grant, subject to earlier termination uparoptionee's cessation of employment or
service.

Beginning January 27, 2009, grants pursuant t®thectors Equity Compensation Program (that wagptatbby the board of directc
on January 27, 2009) to nonemployee directors haee made primarily under the 2007 Plan. The DiredEquity Compensation Program,
until June 2012, provided in certain circumstar({cepending on the status of the particular diréstooldings of Company stock options) for
the automatic annual grant of nonstatutory stodloop to nonemployee directors of the Company erfitist trading day of July in each year
over their period of service on the board of divest Further, each future nonemployee directohef@ompany would be granted the following
initial grants under the 2007 Plan: (a) on the firading day of the month following commencemefgearvice, an option to purchase the
number of shares of common stock equal to: thaifraof a year between the date of the direct@matment to the board of directors and
next July 1, multiplied by 8,000 , which option Bhast on the next July %; and (b) on the first trading day of July followikommencement
of service, an option to purchase 24,000 shargsgasnonthly over the three year period commencinghe grant date. In July 2012, this
program was amended by eliminating the grants destabove in their entirety, and providing formsato outside directors as follows:
effective annually, upon the first trading day ofyJ each outside director would receive a grardgrobquity award with an aggregate value of
$100,000 . At each outside directors electionhsaward would consist entirely of RSUs or entirefystock options. The quantity of options
would be calculated by dividing $100,000 by thedRischoles value on the date of grant. The quaofi®SUs issued would be calculated by
dividing $100,000 by the grant date fair value rtker, on the date of election of a new outsidealor, such new director would receive such
grant as continuing outside directors receive erfitlst trading day of July; provided, however,tteach grant is prorated for the portion of the
year that such new outside director will servelithg next first trading day of July. The Direcdfquity Compensation Program will remaii
effect at the discretion of the board of directmrshe compensation committee.

On July 28, 2009, the 2007 Plan was amended génarairohibit outstanding options or stock appagicin rights from being
cancelled in exchange for cash without stockhodggaroval.

1997 Employee Stock Purchase Plan

Under the 1997 Employee Stock Purchase Plan (thectase Plan”), eligible employees may apply acdatad payroll deductions,
which may not exceed 15% of an employee's compiensabd the purchase of shares of the Company'ssaomnstock at periodic intervals. The
purchase price of stock under the Purchase Plequial to 85% of the lower of (i) the fair marketuaof the Company's common stock on the
first day of each offering period, or (ii) the fararket value of the Company's common stock omptinehase date (as defined in the Purchase
Plan). Each offering period consists of one pureh@iod of approximately six months duration. Agregate of 3,000,000 shares of commor
stock were reserved for issuance to employees uhdd?urchase Plan. As of September 30, 2012 0 590U shares had been purchased and
529,310
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shares were reserved for future issuance unddtdtehase Plan.
Stock-Based Compensation

The Company applies the provisions of ASC 718-1tdey the provisions of ASC 718-10, the Companyge&es the fair value of
stock-based compensation in financial statemerds e requisite service period of the individuargs, which generally equals a four-year
vesting period. The Company uses estimates ofiliylaéxpected term, risk-free interest rate, demd yield and forfeitures in determining the
fair value of these awards and the amount of cosgtéan expense to recognize. The Company usegrtighg-line method to amortize all
stock awards granted over the requisite servicegef the award.

Determining Fair Value of Stock Options

The Company uses the Black-Scholes valuation nfodefluing stock option grants using the followiagsumptions and estimates:

Expected Volatility The Company calculates expected volatility basethe historical price volatility of the Compangtsck.

Expected TermThe Company utilizes a model which uses histbeagarcise, cancellation and outstanding optiom datcalculate the
expected term of stock option grants.

Risk-Free Interest RateThe Company bases the risk-free interest rate insthe Black-Scholes valuation model on the iexgblyield
available on a U.S. Treasury note with a term axiprately equal to the expected term of the undegygrants.

Dividend Yield. The dividend yield was calculated by dividing #reual dividend by the average closing price ef@ompany's
common stock on a quarterly basis.

Estimated ForfeituresThe Company uses historical data to estimate pséngeforfeitures, and records share-based compiensa
expense only for those awards that are expecteestio

The following table summarizes the stock-based @araation expense recognized in accordance with AB10 for the three and
nine months ended September 30, 2012 , and Sept&Dp2011 (in thousands).

Three Months Ended Nine Months Ended
September 30, September 30,

2012 2011 2012 2011
Cost of revenues $ 271 % 12¢ 3 77z $ 584
Research and development 1,467 564 4,15¢ 2,35¢
Sales and marketing 94( 44¢ 2,43: 1,65¢
General and administrative 1,16¢ 527 3,161 2,02(
Total stock-based compensation expense $ 384 $§ 1666 $ 1052( $ 6,61

The following table summarizes total compensatigpease related to unvested awards not yet recadyniee of expected forfeitures,
and the weighted average period over which it jgeeted to be recognized as of September 30, 2012 .
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Options
Performance-based awards
Restricted stock units
Purchase plan

Total unrecognized compensation expense

September 30, 2012

Unrecognized Weighted
Compensation Average
Expense for Remaining
Unvested Recognition
Awards Period
(In thousands) (In years)
$ 4,50( 2.01
70C 0.2t
17,10( 2.67
40C 0.5C
$ 22,70(

Stock compensation expense in the three and nimhmended September 30, 2012 , was $3.8 milliomfeising approximately
$1.1 million related to stock options, $0.4 millioelated to performance shares, $2.0 million relaberestricted stock units and $0.3 million
related to the Purchase Plan) and $10.5 milliomfmising approximately $3.0 million related to staptions, $1.6 million related to
performance shares, $5.1 million related to restrlictock units and $0.8 million related to thedhase Plan ), respectively.

Stock compensation expense in the three and nimhmended September 30, 2011 , was $1.7 milliomfeising approximately
$1.0 million related to stock options, a reductodr$0.7 million related to performance shares tiate not expected to vest (see the

performance-based awards section below for det&is] million related to restricted stock unitsl&.3 million related to the Purchase Plan)

and $6.6 million (comprising approximately $3.1lioit related to stock options, $2.5 million related-estricted stock units, $0.9 million
related to the Purchase Plan and $0.1 million mpensation expense amortized from beginning invgphteespectively.

The fair value of stock options granted is estalelison the date of the grant using the Black-Sshoition-pricing model with the

following weighted-average assumptions:

Risk-free interest rates

Expected volatility rates

Expected dividend yield

Expected term of stock options (in years)
Weighted-average grant date fair value of optiaasigd

Three Months Ended

Nine Months Ended

September 30, September 30,
2012 2011 2012 2011
0.87% 1.46% 1.01%-0.87% 1.46% - 2.20%
45% 44% 45% 44%
0.57% 0.59% 0.51% - 0.57% 0.54% - 0.59%
6.4(C 6.00 6.40 6.00
$16.0C $15.58 $18.20 $15.66

The fair value of employees’ stock purchase rigimder the Purchase Plan was estimated using tlo&-Bleholes model with the

following weighted-average assumptions:

Risk-free interest rates

Expected volatility rates

Expected dividend yield

Expected term of purchase right (in years)
Weighted-average estimated fair value of purchiagds

Three Months Ended

Nine Months Ended

September 30, September 30,
2012 2011 2012 2011
0.14% 0.16% 0.09% - 0.14% 0.16% - 0.17%
34% 37% 34% - 48% 37%
0.57% 0.59% 0.54% - 0.57% 0.51% - 0.59%
0.50 0.50 0.50 0.50
$8.55 $8.93 $9.40 $9.15

A summary of stock option activity under the Plags;luding performance-based shares and restistoett units, as dbeptember 3(
2012 , and changes during the nine months thendadeg@esented below:
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Weighted-
Average
Weighted- Remaining
Average Contractual Aggregate
Shares Exercise Term Intrinsic Value
(in thousands) Price (in years) (in thousands)
Outstanding at January 1, 2012 3,551 % 24.01
Granted 13t 42.6¢€
Exercised (663) 20.8¢
Forfeited or expired (5) 21.0¢
Outstanding at September 30, 2012 3,02 25.5¢ 43¢ $ 18,74«
Exercisable at September 30, 2012 2,577 % 23.8¢ 371 % 17,87¢
Vested and expected to vest at September 30, 2012 3,00 $ 25.4¢ 43¢ $ 18,74:

The total intrinsic value of options exercised dgrthe three and nine months ended September 3@,,20as $0.9 million and $12.4
million , respectively, and the intrinsic valueaytions exercised during the three and nine mositided September 30, 2011 , 4s8 million
and $13.4 million , respectively.

Performanc-based Awards

Under the performance-based awards program, thg@uwoyrgrants awards in the first half of the perfance year in an amount equal
to twice the target number of shares to be issi itarget performance metrics are met. The nurobghares that are released at the end of
the performance year can range from zero to 2008eofargeted number depending on the Companyfasrpemce. The performance metrics
of this program are annual targets consisting bf&eenue, non-GAAP operating earnings and straggals. Each performance-based award
granted from the 2007 Plan will reduce the numtieshares available for issuance under the 2007 IBl&h0 shares.

During the nine months ended September 30, 2012 Company issued approximately 102,000 performaased awards to
employees and executives. As the net revenue, HoRP@perating earnings and achievement of stratggads are considered performance
conditions, expenses associated with these awaetisf estimated forfeitures, are recorded througkie year depending on the number of
shares expected to be earned based on progressl tihhe@aerformance targets. The cost of performdnased awards is determined using the
fair value of the Company's common stock on thetggate, reduced by the discounted present valdéviofends expected to be declared
before the awards vest. If the performance conubtare not achieved, no compensation cost is rexedjand any previously recognized
compensation is reversed.

The Company expects a portion of the 2012 perfoomdrased award issued to employees and executille®st, and therefore has
accrued stock-based compensation expense for thvemels. In the quarter ended September 30, 208 Caimpany did not believe the net
revenue and non-GAAP operating earnings performéargets would be met in 2011, and therefore rede$9.7 million of previously
recognized expense during the three months endatéi8ber 30, 2011.

A summary of performance-based awards outstandireg 8eptember 30, 2012 , and activity during tine months then ended, is
presented below:

Weighted- Weighted-Average
Average Grant Remaining Aggregate Intrinsic
Shares Date Fair Value Contractual Term Value
(in thousands) Per Share (in years) (in thousands_)

Outstanding at January 1, 2012 — $ —
Granted 10z 37.6(
Vested — —
Forfeited or expired — —
Outstanding at September 30, 2012 10z $ 37.6( 0.2t $ 3,091
Outstanding and expected to vest at Septembet03@, 2 62 02t % 1,89¢
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The weighted-average grant-date fair value peresbperformance-based awards ("PSUs") granteldeimine months ended
September 30, 2012 , was approximately $37.60P8Mds were granted in the three months ended Seete88p2012 . The weighted-average
grant-date fair value per share of PSUs grantédarnhree and nine months ended September 30,,2044 approximately $30.58 and $36.57
respectively. The grant date fair value of awardsased, which were fully vested, in the nine msmthded September 30, 2011 , was
approximately $3.0 million . There were no perfontebased awards released in the three months &egeember 30, 2011 , or in the three
or nine months ended September 30, 2012 , as tfampance-based awards granted in 2011 and exptxtagbt in 2012 were canceled
without vesting.

Restricted Stock Units (RSL

The Company grants restricted stock units to emga#eyunder the 2007 Plan. RSUs granted to emplaygeiesally vest ratably over a
four-year period, and are converted into shareae@fCompany's common stock upon vesting on a onerfe basis subject to the employee's
continued service to the Company over that pefibe. fair value of RSUs is determined using theyalue of the Company's common stock
on the date of the grant, reduced by the discoymtesent value of dividends expected to be declbegate the awards vest. Compensation
expense is recognized on a straight-line basis theerequisite service period of each grant adjuiieestimated forfeitures. Each RSU award
granted from the 2007 plan will reduce the numbeshares available for issuance under the 2007 IBl&h0 shares.

A summary of RSUs outstanding as of September @IZ 2 and changes during the nine months then eiglad follows:

Weighted- Weighted-Average
Average Grant Remaining Aggregate Intrinsic
Shares Date Fair Value  Contractual Term Value
(in thousands) Per Share (in years) (in thousands)

Outstanding at January 1, 2012 456 % 36.0¢
Granted 281 41.5¢
Vested (119 36.3:
Forfeited or expired ()] 36.9¢
Outstanding at September 30, 2012 60 $ 37.5¢ 1.6z $ 18,53¢
Outstanding and expected to vest at Septembel03@, 2 56< 16C $ 17,13¢

The weighted-average grant-date fair value peresbBRSUs awarded in the three and nine monthsdeSdptember 30, 2012 , was
approximately $37.05 and $41.54 , respectively,waas approximately $33.21 and $36.16 in the thneerdne months ended September 30,
2011, respectively.

The grant date fair value of RSUs vested in thegltand nine months ended September 30, 2012 ,ppasxanately $0.3 million and
$4.1 million , respectively, and was approximat®ly2 million and $2.1 million , in the three ansh@imonths ended September 30, 2011,
respectively.

4. FAIR VALUE MEASUREMENTS:

ASC 820-10Fair Value Measurementlarifies that fair value is an exit price, reggating the amount that would be received to sel
an asset or paid to transfer a liability in an ogdgansaction between market participants. Adstair value is a market-based measurement
that should be determined based on assumptionstir&iet participants would use in pricing an assdiability. As a basis for considering
such assumptions, ASC 820-10 establishes a tteegdiue hierarchy, which prioritizes the inputedisn measuring fair value as follows:
(Level 1) observable inputs such as quoted priceglentical assets in active markets; (Level puis other than the quoted prices in active
markets that are observable either directly orewdly; and (Level 3) unobservable inputs in whilkére is little or no market data, which
requires the Company to develop its own assumptibinis hierarchy requires the Company to use oladdevmarket data, when available, and
to minimize the use of unobservable inputs wheprdghing fair value.

The Company's cash and investment instrumentdassifted within Level 1 or Level 2 of the fair-wad hierarchy because they are
valued using quoted market prices, broker or depletations, or alternative pricing sources withsanable
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levels of price transparency. The type of instrumvatued based on quoted market prices in actividets primarily includes money market
securities. This type of instrument is generalbssified within Level 1 of the fair-value hierarcfijhe types of instruments valued based on
other observable inputs (Level 2 of the fair-vatigrarchy) include investment-grade corporate ba@mtsgovernment, state, municipal and
provincial obligations. Such types of investments\alued by using a multi-dimensional relationaldwel, the inputs are primarily benchmark
yields, reported trades, broker/dealer quoteseisspreads, tw-sided markets, benchmark securities, bids, ofterd,reference data including
market research publications. In the first quanfe2012, the Company changed its investment paticgllow the sale of long-term and short-
term marketable securities prior to their statedunigy date. The Company principally holds secastuntil maturity; however, they may be
sold under certain circumstances, including, butlintted to, the funding of acquisitions and otlsénategic investments. As a result of this
change in policy the Company classified its invesitrportfolio as available-for-sale as opposedeid-o-maturity as of March 31, 2012. The
Company's investments classified as Level 1 an@&l2ware available-for-sale investments, and wecended at fair market value.

The fair value hierarchy of the Company's marketalelcurities at September 30, 2012 , and Decenihb@031 , was as follows (in
thousands):

Fair Value Measurement at
September 30, 2012

Quoted Prices in Active Significant Other
Markets for Identical Observable Inputs
Description September 30, 2012 Assets (Level 1) (Level 2)
Money market funds $ 147 $ 147 $ —
Commercial paper 12,92: — 12,92:
Corporate securities 35,60¢ — 35,60¢
Total $ 48,67+ $ 147 $ 48,52]

Fair Value Measurement at
December 31, 2011

Quoted Prices in Active Significant Other
Markets for Identical Observable Inputs

Description December 31, 2011 Assets (Level 1) (Level 2)
Commercial paper $ 9,84¢ % — $ 9,84¢
Money market funds 30,19( 30,19 —
Certificates of deposit 10,00¢( — 10,00(
Corporate securities 62,94( — 62,94(

Total $ 112,97¢ $ 30,19( $ 82,78¢

The Company did not transfer any investments batkewsel 1, Level 2 or Level 3 of the fair-value r@echy in the ninenonths ende
September 30, 2012 , and the twelve months endedrbteer 31, 2011.

On October 22, 2010, the Company entered into eeeagent with a privately held company, SemiSouthdratories ("SemiSouth"),
as amended, pursuant to which the Company woutibbgated to acquire SemiSouth if SemiSouth mebaefinancial performance
conditions on or before December 31, 2013. At Saptr 30, 2012 , the Company determined the fairevaf this potential obligation to be
zero. The Company developed its own assumptiomgusdvel 2 inputs in its faimarket valuation using a market approach valuagehnigut
to determine the fair value of this obligation. Thempany updated the estimated fair value of thtemtial obligation quarterly. Any changes
are recorded in its unaudited condensed consotidatdements of income. In March 2012, in constitardor the loan agreement discussed
below, the Company entered into an amended agreamitbnSemiSouth which established a maximum pusehaice related to both the
Company's option to acquire SemiSouth ("Purchas®@ and its potential obligation to acquire S8miith (as discussed above). The
Company used Level 3 inputs in its fair-market a#ilon utilizing the income-approach valuation tege. The Company prepared a
discounted cash flow analysis using the followimghservable inputs: weighted average cost of dafotag-term revenue growth, control
premium, and discount for lack of marketability.eTGompany then used tBéack-Scholes option pricing model determine the fair value of
the Company's purchase option to be approxima&® fillion . The
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Company's valuation technique derived inputs ppialty from comparable company market data (i.erredation values). In October 2012,
information became known to the Company that predidvidence that its SemiSouth Purchase Optioroihes than temporarily impaired as
of September 30, 2012, and as a result the faireval the SemiSouth Purchase Option was deemegl2zerb and written off. The charge is
reflected in the Company's condensed consolidaé¢ensents of income (loss) under the other incampdnse), charge related to SemiSouth
caption (see Note 13ransactions With Third Partybelow for further details on the SemiSouth impesnt).

In March 2012 the Company loaned SemiSouth $18liiomi and in exchange the Company was issueadaissory note and
received the modification discussed above to establmaximum price under the Purchase Option.nbhe was classified as Level 3 in the
fair-value hierarchy, as there was no market datdhis instrument. The estimated fair value ofloée was approximately $13.4 million prior
to impairment, consisting of the promissory not&b8.0 million , net of the unamortized interestadiunt related to the $6.2 million Purchase
Option (of which $1.6 million was amortized priarimpairment). In October 2012, information becdmewn to the Company that provided
evidence that its loan to SemiSouth was other teanporarily impaired as of September 30, 2012,amd result the loan to SemiSouth was
written off. The charge was reflected in the cors#ehconsolidated statements of income (loss) uheesther income (expense), charge rel
to SemiSouth caption for the three and nine moetited September 30, 2012 (see NoteTtdnsactions With Third Partybelow for further
details on the SemiSouth loan). The following tgtrlesents the changes in Level 3 investments éonithe months ended September 30, 2012
(in thousands):

Fair Value Measurement Using
Significant Unobservable Inputs
(Level 3)

Note Receivable

Beginning balance at January 1, 2012 $ =
Purchases and issuances 13,43:
Change in fair value (13,437
Ending balance at September 30, 2012 $ —

5. INVENTORIES:

Inventories (which consist of costs associated wighpurchases of wafers from offshore foundries@fpackaged components from
offshore assembly manufacturers, as well as inkésbar and overhead associated with the testirgpti wafers and packaged components)
are stated at the lower of cost (first-in, ficatt) or market. Provisions, when required, are madeduce excess and obsolete inventories tc
estimated net realizable values. Inventories copsithe following (in thousands):

September 30, December 31,
2012 2011
Raw materials $ 9,71¢ $ 12,38¢
Work-in-process 12,53: 7,841
Finished goods 24,67¢ 31,78(
Total $ 46,92¢ $ 52,01(

6. GOODWILL AND INTANGIBLE ASSETS:

Changes in the carrying amount of goodwill during hine months ended September 30, 2012 , ardl@as<$din thousands):

Nine Months Ended
September 30, 2012

Balance at January 1, 2012 $ 14,78t
Gooduwill acquired during the period 63,49:
Goodwill adjustments —
Ending balance at September 30, 2012 $ 78,27t
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The $63.5 million of goodwill acquired in 2012 réied from the purchase of Concept (see NoteAtduisition, for further details).

Intangible assets consist primarily of developatht®logy, acquired licenses, customer relationsliipde name, in-process research
and development and patent rights, and are repogtedf accumulated amortization. In May 2012,Glmenpany acquired Concept, resulting in
the addition of the following intangible assetsyeleped technology of $23.8 milligrwhich will be amortized over a period of approaiely <
to 12 years; customer relationships of $16.7 mmilliavhich will be amortized over a period of 10 ggeand tradename (Concept) of $3.6
million , which will be amortized over a period dfyears. The Company amortizes the cost of alhgitde assets over the shorter of the
estimated useful life or the term of the acquiliedrise or patent rights, which range from 5 to é2rg, with the exception of $4.7 million of in-
process research and development which will be timedronce the development is completed and precaret available for sale. The Comp
does not expect the amortization for its in-prodesgarch and development to begin in 2012 . Amatitin for acquired intangible assets was
approximately $1.8 million and $3.3 million in ttleee and nine months ended September 30, 20%peatvely, and $0.2 million and $0.7
million in the three and nine months ended Septer@Be2011 , respectively. The Company does nda¢belthere is any significant residual
value associated with the following intangible &sse

September 30, 2012 December 31, 2011
Accumulated Accumulated
Gross Amortization Net Gross Amortization Net

(in thousands)
In-process research and

development $ 4,69C $ — 3 4,69C $ 4,69C $ — 4,69(
Technology licenses 3,00( (1,950 1,05(C 3,00( (1,725 1,27t
Patent rights 1,94¢ (1,949 — 1,94¢ (1,949 —
Developed technology 26,67( (2,019 24,65 2,92( (829 2,091
Customer relationships 17,61( (2,277 16,33¢ 91C (119 79€
Tradename 3,60( (750 2,85( — — —
Other intangibles 37 (37 — 37 (37) —
Total intangible assets $ 57,55¢ $ (7,97¢) $ 49,58( $ 13,50¢ $ (4,659 $ 8,85

The estimated future amortization expense relatéatangible assets at September 30, 2012 , isliasvé:

Estimated
Amortization
Fiscal Year (in thousands)
2012 (remaining 3 months) $ 1,841
2013 7,40¢
2014 6,072
2015 5,00¢
2016 4,39/
Thereafter 20,16¢
Total (1) $ 44,89(
(1) The total above excludes $4.7 million of igess research and development that will be apeortipon completion of

development over the estimated useful life of gahhology.
7. SIGNIFICANT CUSTOMERS AND EXPORT SALES:
Segment Reporting
The Company is organized and operates as one abpogegment, the design, development, manufaattenarketing of integrated
circuits and related components for use primarilthie high-voltage power-conversion market. The gamy's chief operating decision maker,

the Chief Executive Officer, reviews financial infieation presented on a
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consolidated basis for purposes of making operataajsions and assessing financial performance.
Customer Concentration

Ten customers accounted for approximately 64% &84€ 6f net revenues for the three and nine montbe@&®eptember 30, 2012 ,
and 65% in both the three and nine months endeté®&er 30, 2011 . A significant portion of theseareues are attributable to sales of the
Company'’s products to distributors of electronimponents. These distributors sell the Company’dyxts to a broad, diverse range of end
users, including OEMs and merchant power supplyufaaturers.

The following customers accounted for 10% or mdrtal net revenues:

Three Months Ended Nine Months Ended
September 30, September 30,
Customer 2012 2011 2012 2011
A 2% 19% 21% 19%
B 12% 12% 12% 12%

Customers A and B are distributors of the Compagsiucts. No other customers accounted for 10#are of the Company's net
revenues in those periods.

Concentration of Credit Risk

Financial instruments that potentially subject @@npany to concentrations of credit risk consigigipally of cash investments, trade
receivables, the Company's note from SemiSoutttten@€ompany's lease line of credit to SemiSoutle. Chmpany has cash investment
policies that limit cash investments to low-riskéstments. The SemiSouth related transactions exgside of this cash investment policy and
were approved by the Board of Directors. With respe SemiSouth related transactions refer to N6&td ransactions With Third Partyfor
further details on the impairment. With respedr#ale receivables, the Company performs ongointyaetians of its customers' financial
conditions and requires letters of credit whenelessmed necessary. Additionally, the Company estadsi an allowance for doubtful accounts
based upon factors surrounding the credit riskpet#ic customers, historical trends related ta page-offs and other relevant information.
Account balances are charged off against the aliowafter all means of collection have been exleadusnd the potential for recovery is
considered remote. The Company does not have d&alaince-sheet credit exposure related to itsoousts. As of September 30, 2012 , and
December 31, 2011 , 72% and 79% , respectivelgcobunts receivable were concentrated with the Gowlip top 10 customers.

The following customers represented 10% or morgcobunts receivable:

September 30, December 31,
Customer 2012 2011
A 28% 36%
B 14% 10%

Customers A and B are distributors of the Compapyislucts. No other customers accounted for 10#are of the Company’s
accounts receivable in these periods.

International Sale:

The Company markets its products through its gagesonnel and a worldwide network of distributéxs.a percentage of total net
revenues, international sales, which consist ofekiim and foreign sales to distributors and dicesstomers outside of the Americas, comprise
the following:
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Three Months Ended Nine Months Ended
September 30, September 30,
2012 2011 2012 2011
Hong Kong/China 47% 40% 45% 38%
Taiwan 17% 18% 17% 21%
Korea 11% 16% 13% 16%
Western Europe (excluding Germany) 10% 10% 1C% 10%
Japan 5% 7% 6% 6%
Singapore 1% 2% 2% 2%
Germany 1% 1% 1% 1%
Other 2% 2% 1% 2%
Total foreign revenue 94% 96% 9% 96%

The remainder of the Company’s sales are to customi¢hin the Americas, primarily located in theitdd States.

Product Sale!

Revenue mix by end market for the three and ninethsoended September 30, 2012 and 2011 , waslawsol

Three Months Ended Nine Months Ended
September 30, September 30,
End Market 2012 2011 2012 2011
Consumer 36% 39% 37% 37%
Communications 23% 26% 25% 29%
Industrial 31% 23% 27% 22%
Computer 10% 12% 11% 12%

8. EARNINGS PER SHARE:

Basic earnings (loss) per share is calculated Wigidig net income (loss) by the weighted-averagees of common stock
outstanding during the period. Diluted earningsgteare are calculated by dividing net income (lbgsthe weighted-average shares of
common stock and dilutive common equivalent shatgstanding during the period. Dilutive common eglént shares included in this
calculation consist of dilutive shares issuablerufie assumed exercise of outstanding common statdns, the assumed vesting of
outstanding restricted stock units and performdased awards, and the assumed issuance of awalteistha stock purchase plan, as
computed using the treasury stock method.

A summary of the earnings per share calculati@sifllows (in thousands, except per share amaunts)
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Three Months Ended Nine Months Ended
September 30, September 30,
2012 2011 2012 2011
Basic earnings (loss) per share:
Net income (loss) $ (44,400 $ 7,51- $ (44,12) $ 27,96
Weighted-average common shares 28,90¢ 28,79¢ 28,58¢ 28,78¢
Basic earnings (loss) per share $ (159 $ 0.2¢ $ (159 $ 0.97
Diluted earnings (loss) per share (1):
Net income (loss) $ (44,400 $ 7,51- $ (44,12) $ 27,96
Weighted-average common shares 28,90¢ 28,79¢ 28,58¢ 28,78¢
Effect of dilutive securities:
Employee stock plans — 1,08( — 1,40¢
Diluted weighted-average common shares 28,90¢ 29,87¢ 28,58¢ 30,19¢
Diluted earnings (loss) per share $ (1.59 % 0.2t $ (1.5 $ 0.9
(1) The Company includes the shares underlying perfocerpased awards in the calculation of dilutediagmper share when they become

contingently issuable per ASC 260-Harnings per Sharand excludes such shares when they are not contipgesuable. The Company has
excluded all performance-based awards underlyiadisical 2012 and 2011 awards as those sharesnotoentingently issuable as of the end
of the periods reported.

In the three and nine months ended September 3@, 24l shares attributable to stoo&sed awards were excluded in the comput
of diluted earnings per share, as the Company waset loss position. In the three and nine moatited September 30, 2011 , 410,000
shares and 276,000 shares respectively, were clatled in the computation of diluted earnings pers for the periods then ended because
they were determined to be anti-dilutive.

9. PROVISION FOR INCOME TAXES:

During the third quarter of 2012, the Company reedra charge related to SemiSouth of approxim&&y2 million of which the
Company recognized a $6.9 million tax benefit, rééeNote 15 Transactions With Third Partyfor further details on the Company's
impairment charge.

In the quarter ended June 30, 2012, the Compaichedaan understanding regarding the terms foirsgitlith the U.S. Internal
Revenue Service ("IRS") and closed out all posgtias part of the examination of the Company's irctar returns for the years 2003 through
2006 . On August 2, 2012, the IRS signed a forrwaiicg agreement with the Company that is consistéth the intentions of the parties
pursuant to their earlier understanding. As a tethe Company reaeasured its tax positions based on the factsjroistances, and informati
available at June 30, 2012. Further, the agreeomiirms that the royalty arrangement between tbhe@any and its foreign subsidiary will
conclude on October 31, 2012, resulting in a sulbistdy lower effective tax rate for the Companyfirture periods.

During the third quarter of 2012 the Company madaetime payment of taxes and interest totalirg &4nillion . The provision for
income tax in the second quarter of 2012 includedetime charge of $44.8 million , comprising $Baillion in federal income taxes, net
interest of $5.7 million , and state income tavasl(ding interest) of approximately $4.1 milliohe impact of the charge was partially offset
by the reversal of $26.9 million of related unregizgd tax benefits that had been recorded as noertdiabilities in the Company's
consolidated balance sheets, and by a $2.2 milidoction of the valuation allowance on the Com{m@galifornia deferred tax assets,
resulting in a net charge of $15.7 million .

The Company's effective tax rates for the three-r@ne-month periods ended September 30, 2012, We886 and (45.1)%
respectively, compared with 32.4% and 24.2% forcitreesponding periods in 2011. The unfavorabledte for the three and nine month
periods ended September 30, 2012, was also asbevith the impairment and write-off of certain etssrelated to SemiSouth and the
settlement with the IRS. The write off of certassats resulted in capital losses which negativepaicted the tax rate. Since there are no
foreseeable capital gains in the future the Comesyplaced a valuation allowance offsetting ardedetax asset which results in an
unfavorable impact on the tax rate. The effectaserates for the
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three and nine month periods ended September 3Q, 2&re lower than the federal statutory rates863lue primarily to the geographic
distribution of the Company's world-wide earningsl ¢he beneficial impact of the research and erpantation tax credit.

The amount of liabilities for unrecognized tax biEsgnet of the federal benefit on state issubsy,tif recognized, would favorat
affect the effective income-tax rate in any futyperiod are $10.3 million and $34.9 milliat September 30, 2012, and January 1, :
respectively. The primary component of the net geais the $26.8 milliorealization of unrecognized tax benefits due to daeecemel
described above. The Company's continuing pradtice® recognize interest and/or penalties relatedntome-tax matters in incontax
expense. The Company's unrecognized tax bendiitii@s include interest and penalties at Septan30e 2012, and January 1, 2012 $6fE
million and $4.4 million , respectively, which werecorded in londerm income taxes payable in the accompanying Guete Consolidatt
Balance Sheets. Changes in the Company's unreenbtasix benefits over the next twelve months cabeatasonably estimated at this time.

The Company has concluded all U.S. federal incamenrtatters for the years through 2006, and theltyoissue for all tax years afi
2003. The fiscal years 2007 through 2009 are @tsler audit by the IRS.

The Company accounts for income taxes under theigioos of ASC 740. Under the provisions of ASC ;7déferred tax assets ¢
liabilities are recognized based on the differenoetsveen the financial statement carrying amouhexisting assets and liabilities and tl
respective tax bases, utilizing the tax rates #dnatexpected to apply to taxable income in thesygawhich those temporary differences
expected to be recovered or settled. Income tarresgincludes a provision for federal, state améigo taxes based on the annual estin
effective tax rate applicable to the Company asditbsidiaries, adjusted for certain discrete itetnigh are fully recognized in the period tl
occur.

In assessing the realizability of deferred tax sseanagement considers whether it is more litedy not that some portion or all of
the deferred tax assets will not be realized. Titimate realization of deferred tax assets is ddpahupon the generation of future taxable
income during the periods in which those tempodiiferences become deductible. Management considerscheduled reversal of deferred
tax liabilities and projected future taxable incofibe Company limits the deferred tax assets razegnelated to certain highly-paid officers
of the Company to amounts that it estimates wiltibductible in future periods based upon the pirongof the Internal Revenue Code
Section 162(m). In the event that the Company deters, based on available evidence and manageoudgrgnt, that all or part of the net
deferred tax assets will not be realized in tharitthe Company would record a valuation allowandée period the determination is made
addition, the calculation of tax liabilities invas significant judgment in estimating the impactio€ertainties in the application of complex
laws. Resolution of these uncertainties in a mammmsistent with the Company's expectations chalk a material impact on its results of
operations and financial position.

As of September 30, 2012 , the Company continuesaiotain a valuation allowance on a portion ofdtdifornia deferred tax assets
as the Company does not believe that it is momdylithan not that the deferred tax assets willuily fealized. The Company also maintains a
valuation allowance with respect to certain ofiéferred tax assets relating primarily to tax dsegti certain non-U.S. jurisdictions and
anticipated capital losses, as discussed above.

Determining the consolidated provision for incorag ¢xpense, income tax liabilities and deferredassets and liabilities involves
judgment. The Company calculates and providesimome taxes in each of the tax jurisdictions inalihit operates, which involves estimat
current tax exposures as well as making judgmegarding the recoverability of deferred tax asse&ach jurisdiction. The estimates used
could differ from actual results, which may havsignificant impact on operating results in futusgipds.

10. INDEMNIFICATIONS:

The Company sells products to its distributors urmdatracts, collectively referred to as DistribuBales Agreements (“DSA”). Each
DSA contains the relevant terms of the contracam@ngement with the distributor, and generallyudes certain provisions for indemnifying
the distributor against losses, expenses, anditiabifrom damages that may be awarded againdittiebutor in the event the Company's
products are found to infringe upon a patent, cgyy trademark, or other proprietary right of adhparty (“Customer Indemnification”). The
DSA generally limits the scope of and remedieglierCustomer Indemnification obligations in a vgrief industry-standard respects,
including, but not limited to, limitations based time and geography, and a right to replace amigifig product. The Company also, from t
to time, has granted a specific indemnificatiomtigp individual customers.
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The Company believes its internal development meee and other policies and practices limit itsosype related to such
indemnifications. In addition, the Company requiteemployees to sign a proprietary informatiod arventions agreement, which assigns
rights to its employees' development work to thenfany. To date, the Company has not had to reiratamg of its distributors or customers
for any losses related to these indemnificatiomsremmaterial claims were outstanding as of Sepéer@f, 2012 . For several reasons,
including the lack of prior indemnification clainasd the lack of a monetary liability limit for caih infringement cases, the Company cannot
determine the maximum amount of potential futurgnpents, if any, related to such indemnifications.

11. COMMITMENTS:
Purchase Obligation to Financing Company

In July 2011, SemiSouth obtained $15.0 millionin&fcing through the sale, and concurrent licenbiutk, of its intellectual property
("IP™) with a financing company. In connection withis arrangement, the Company entered into amgatit purchase commitment with the
financing company for SemiSouth's IP. The contingemchase commitment requires the Company to secthe IP previously owned by
SemiSouth from its new owner for $15.0 million @keimbursement of certain expenses) under certaiditions generally relating to
SemiSouth's failure to make certain payments oriSeuth's insolvency. As of September 30, 2012Gbmpany has a $15.0 million letter of
credit to the financing company to secure the ogi@int purchase commitment. Additionally, the Conypaglieves it is probable that the
financing company that currently owns SemiSoutttslliectual property will exercise its contractughts to put SemiSouth's intellectual
property to the Company under the terms of theiegant purchase agreement between the Companyarithincing company. Based on
SemiSouth's current financial situation and likellysure, the Company estimates that this intelldgitoperty has no value, and has therefore
accrued a charge of $15.3 million related to thistingent obligation. Refer to Note IEansactions With Third Partyfor further details on
SemiSouth.

Supplier Agreements

The Company purchases wafers through purchasesdiden its foundries. All but one of the Companyafer agreements were
executed in U.S. currency. Until June 2011, this foundry required wafer purchases to be in Japayes, however, the purchase price withir
this agreement was fixed at a base rate and alléovexbme sharing of the impact of exchange raigtdiations from the base rate. The curre
fluctuation experienced between the time invoicesansubmitted to the Company until the time thewan purchased and remitted to the
supplier was a financial responsibility of the Canp. The Company accounted for the gain or losdedlto the payment of these transaction:
as part of other income or expense. The Companyemegjotiated its supply agreement with this foyrdrpurchase wafers in U.S. currency.

Two of the Company's major suppliers have wafepbuagreements based in U.S. dollars; howeveragieements with these
foundries also allow for mutual sharing of the iropaf the exchange rate fluctuation between Jamayes and the U.S. dollar. Each year, the
Company's management and these suppliers revieweguatiate pricing; the negotiated pricing is deir@ted in U.S. dollars but is subject to
contractual exchange rate provisions. The fluotwaith the exchange rate is shared equally betwe=@odmpany and each of these suppliers.

12. LEGAL PROCEEDINGS AND CONTINGENCIES:

From time to time in the ordinary course of busi¢se Company becomes involved in lawsuits, otoraers and distributors may
make claims against the Company. In accordanceAsifi 450-10, the Company makes a provision foakility when it is both probable that
a liability has been incurred and the amount ofitlss can be reasonably estimated.

On October 20, 2004, the Company filed a complagatinst Fairchild Semiconductor International, bred Fairchild Semiconductor
Corporation (referred to collectively as "FaircH)lih the United States District Court for the Dist of Delaware. In its complaint, the
Company alleged that Fairchild has and is infrigdiour of Power Integrations' patents pertainin@WM integrated circuit devices. Fairchild
denied infringement and asked for a declaratiomftioe court that it does not infringe any Poweedmation patent and that the patents are
invalid. The Court issued a claim construction omie March 31, 2006 which was favorable to the Canyp The Court set a first trial on the
issues of infringement, willfulness and damagesCfotober 2, 2006. At the close of the first tr@h, October 10, 2006, the jury returned a
verdict in favor of the Company finding all assdrtdaims of all four patents-in-suit to be willfylinfringed by Fairchild and awarding $34.0
million in damages. Although the jury awarded daesg@t this stage of the proceedings the
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Company cannot state the amount, if any, whichigihtnultimately recover from Fairchild, and no bétschave been recorded in the
Company's consolidated financial statements asudtref the damages award. Fairchild also raisédndes contending that the asserted pa
are invalid or unenforceable, and the court heddand trial on these issues beginning on Septeth@007. On September 21, 2007, the
returned a verdict in the Company's favor, affirgnihe validity of the asserted claims of all foatgnts-in-suit. Fairchild submitted further
materials on the issue of enforceability along witious other post-trial motions, and the Compfileyl post-trial motions seeking a
permanent injunction and increased damages antheyts fees, among other things. On September(®8,2he Court denied Fairchild's
motion regarding enforceability and ruled thatfallr patents are enforceable. On December 12, 2068 ourt ruled on the remaining post-
trial motions, including granting a permanent irgtion, reducing the damages award to $6.1 milligranting Fairchild a new trial on the issue
of willful infringement in view of an interveninghange in the law, and denying the Company's mdtioincreased damages and attorneys'
fees with leave to renew the motion after the nesmh of the issue of willful infringement. On Deunber 22, 2008, at Fairchild's request, the
Court temporarily stayed the permanent injunctmnd0 days to permit Fairchild to petition the Redi€ircuit Court of Appeals for a further
stay. On January 12, 2009, Fairchild filed a notitappeal challenging the Court's refusal to eatsrore permanent stay of the injunction, an
Fairchild filed additional motions requesting thath the Federal Circuit and the District Courtegxt the stay of injunction. The District Court
temporarily extended the stay pending the Feddrauf€ruling on Fairchild's pending motion, buetkederal Circuit dismissed Fairchild's
appeal and denied its motion on May 5, 2009, aadiistrict Court issued an order on May 13, 2008ficming the reinstatement of the
permanent injunction as originally entered in Deben2008. On June 22, 2009, the Court held a beath re-trial on the issue of willful
infringement, and the parties completed post-bi@fing on the issue of willfulness shortly theitea On July 22, 2010, the Court found that
Fairchild willfully infringed all four of the assexd patents. The Court also invited briefing onasrded damages and attorneys' fees, and
Fairchild filed a motion requesting that the Caurtend its findings regarding willfulness. On Jagui8, 2011, the Court denied Fairchild's
request to amend the findings regarding Fairchildi$ul infringement and doubled the damages awagdinst Fairchild but declined to award
attorneys' fees. On February 3, 2011, the Coueredtfinal judgment in favor of the Company footat damages award of $12.9 million .
Fairchild filed a notice of appeal challenging fimal judgment and a number of the underlying rgdinand the Company filed a cross-appeal
seeking to increase the damages award. Briefinh@appeal is complete, and the appeal was arguddraiary 11, 2012. A ruling is expected
later this year.

On May 9, 2005, the Company filed a Complaint wfith U.S. International Trade Commission (“IT@ifder section 337 of the Tar
Act of 1930, as amended, 19 U.S.C. section 133iha8ystem General (“SG"Jhe Company filed a supplement to the complainiiary 24,
2005. The Company alleged infringement of its pat@ertaining to pulse width modulation (“PWM?”) égfrated circuit devices produced by
SG, which are used in power conversion applicatiuth as power supplies for computer monitors. Gbemission instituted an investigation
on June 8, 2005 in response to the Company's carhghs filed a response to the ITC complaint agsgthat the patents-in-suit were invalid
and not infringed. The Company subsequently andntatily narrowed the number of patents and claimsiit, which proceeded to a hearing.
The hearing on the investigation was held befoeetiministrative Law Judge (“ALJ") from January tt8January 24, 2006. Post-hearing
briefs were submitted and briefing concluded Fetyr@4, 2006. The ALJ's initial determination wasued on May 15, 2006. The ALJ found
all remaining asserted claims valid and infringaald recommended the exclusion of the infringinglpods as well as certain downstream
products that contain the infringing products. Afigrther briefing, on June 30, 2006, the Commisglecided not to review the initial
determination on liability, but did invite brieff\@emedy, bonding and the public interest. On Audas 2006 the Commission issued an ordel
excluding from entry into the United States theiinging SG PWM chips, and any LCD computer monit&& printer adapters and
sample/demonstration circuit boards containingndiiniging SG chip. The U.S. Customs Service is auted to enforce the exclusion order.
On October 11, 2006, the presidential review peexypired without any action from the President, HrelTC exclusion order is now in full
effect. SG appealed the ITC decision, and on NowertiB, 2007, the Federal Circuit affirmed the ITi@idings in all respects. On October 27,
2008, SG filed a petition to modify the exclusiader in view of a recent Federal Circuit opinioraim unrelated case, and the Company
responded to oppose any modification, but the Casimm modified the exclusion order on February22D9. Nevertheless, the exclusion
order still prohibits SG and related entities fronporting the infringing SG chips and any LCD cortgsunonitors, AC printer adapters, and
sample/demonstration circuit boards containingndiiniging SG chip.

On May 23, 2008, the Company filed a complaint asfairairchild Semiconductor International, Inc.iréfasild Semiconductor
Corporation, and Fairchild's wholly-owned subsigi8ystem General Corporation in the United Statisgriot Court for the District of
Delaware. In its complaint, the Company alleged Earchild has infringed and is infringing threat@nts pertaining to power supply contra
integrated circuit devices. Fairchild answered@oenpany's complaint on November 7, 2008, denyifrgnigement and asking for a declarat
from the Court that it does not infringe
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any Power Integrations patent and that the pataetsvalid and unenforceable. Fairchild's ansvss encluded counterclaims accusing the
Company of infringing three patents pertaining tionary side power conversion integrated circuitides. Fairchild had earlier brought these
same claims in a separate suit against the Compistyjn Delaware, which Fairchild dismissed indiaef adding its claims to the Company's
already pending suit against Fairchild. The Compaasyanswered Fairchild's counterclaims, denyifrqngpement and asking for a declaration
from the Court that it does not infringe any Failtipatent and that the Fairchild patents are invdairchild also filed a motion to stay the
case, but the Court denied that motion on Decerd®eP008. On March 5, 2009, Fairchild filed a motfor summary judgment to preclude
any recovery for post-verdict sales of parts fotmuhfringe in the parties' other ongoing litigatjalescribed above, and the Company filed its
opposition and a cross-motion to preclude Fairchdch re-litigating the issues of infringement ataimages for those same products. On Jun
26, 2009, the Court held a hearing on the partiesions, and on July 9, 2009 the Court issued deratenying the parties' motions but staying
proceedings with respect to the products that i@red to infringe and which are subject to the mgjtion in the other Delaware case between
the parties pending the entry of final judgmenthiat case; the remainder of the case is procee@ndecember 18, 2009, the Court issued ar
order construing certain terms in the assertednslaf the Company's and Fairchild's patents in Boitowing the Court's ruling on claim
construction, Fairchild withdrew its claim relatedone of its patents and significantly reducedrthmber of claims asserted for the remaining
two patents. The parties thereafter filed and atguaumber of motions for summary judgment, andbert denied the majority of the parti
motions but granted the Company's motion to preckairchild from re-arguing validity positions thagere rejected in the prior case between
the parties. Because the assigned Judge retited ahd of July 2010, the case was re-assignedliféteaent Judge, and the Court vacated the
trial schedule and had the parties provide th@iuiron the appropriate course of action. The Cinerteafter set a trial schedule with the jury
trial on infringement and validity to begin in J&#911. On February 10, 2011, the Court issued deranaintaining the stay with respect to the
products that were found to infringe and whichsubject to the injunction in the other Delawaresgasnding the appeal in that case. On April
18, 2011, the Court rescheduled the trial to bégilanuary 2012, and on June 2, 2011, the Coureththw trial date to permit the parties to
address another patent the Company has accusetiilebaf infringing. Following a trial in April 202, the jury returned a verdict finding that
Fairchild infringes two of the Company's pateritst t-airchild has induced others to infringe thenpany's patents, and also upheld the
validity of the infringed patents. Of the two remiaig counterclaim patents Fairchild asserted inctise, one was found not to be infringed, bu
the jury found the second patent to be infringedtiynited number of the Company's products, algotine jury further found the Company
did not induce infringement by any customers, idilg customers outside the United States. The Caynjsachallenging the validity and
enforceability of that patent in post-trial proceess, issues to be decided by the judge oversébkengase. Nevertheless, the Company
estimates that even if the verdict on Fairchil@digept were ultimately upheld, the sales potentialigacted would amount to only about 0.2%
the Company's revenues. The Company will also aaékjunction preventing further infringement of dwn patents and is seeking financial
damages, as well as enhanced damages for wilfiihge@ment, issues to be decided in separate pdaugeat a later date.

On June 28, 2004, the Company filed a complainp&ent infringement in the U.S. District Court,rideern District of California,
against SG Corporation, a Taiwanese company, and.8. subsidiary. The Company's complaint alleébaticertain integrated circuits
produced by SG infringed and continue to infringet&in of its patents. On June 10, 2005, in respémshe initiation of the International Tra
Commission (ITC) investigation discussed above Ofstrict Court stayed all proceedings. Subseqteetite completion of the ITC
proceedings, the District Court temporarily liftée stay and scheduled a case management confe@mé&ecember 6, 2006, SG filed a no
of appeal of the ITC decision as discussed aboveedponse, and by agreement of the parties, #teidiCourt vacated the scheduled case
management conference and renewed the stay ofquliogs pending the outcome of the Federal Cirqpeal of the ITC determination. On
November 19, 2007, the Federal Circuit affirmedIii@'s findings in all respects, and SG did nat &l petition for review. The parti
subsequently filed a motion to dismiss the Dist@ourt case without prejudice. On November 4, 2808 Company re-filed its complaint for
patent infringement against SG and its parent catfmms, Fairchild Semiconductor International,.land Fairchild Semiconductor
Corporation, to address their continued infringentdipatents at issue in the original suit thaergly emerged from SG requested
reexamination proceedings before the U.S. PatehTaexdemark Office (USPTO). The Company seeks, gnobtimer things, an order enjoining
Fairchild and SG from infringing the Company's pég¢eand an award of damages resulting from thgedlénfringement. Fairchild has denied
infringement and asked for a declaration from toar€that it does not infringe any Power Integnasigpatent, that the patents are invalid, and
that one of the two patents now at issue in the agnenforceable. On May 5, 2010, Fairchild aGdfi®ed an amended answer including
counterclaims accusing the Company of infringing patents; the Company contests these new claigasorisly, and since that time Fairct
has withdrawn its claim for infringement of onetlé patents it asserted against the Company, lg@wat one Fairchild patent in the case. The
Court held a claim construction hearing on MarchZ 1, and has issued claim construction ordgrarding the asserted patents. Discove
currently under way, with a trial scheduled
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for February of 2014. On September 21, 2012, Féit€ired a motion seeking to add another paterthtocase, which the Company opposes.

In February 2010, Fairchild and System General {)JSi&d suits for patent infringement against iempany, Power Integrations
Netherlands B.V., and representative offices of ®owtegrations Netherlands in Shanghai and Shenzfite the Suzhou Intermediate Cout
the People's Republic of China. The suits assart@hinese patents and seek an injunction and desmafgapproximately $19.0 million .
Power Integrations Netherlands filed invalidationgeedings for all four asserted SG patents irPénaple's Republic of China Patent
Reexamination Board (PRB) of the State IntellecRraperty Office (SIPO), and all four challengesaevaccepted by the PRB, with hearings
conducted in September 2010. Early this JanuaeyCthmpany received rulings from the PRB invalidatile majority of the claims Fairchild
asserted in litigation, and the PRB determinatimescurrently on appeal. The Suzhou Court condustatentiary hearings in May and July of
2012 and has followed up regarding further submisssince that time; rulings are expected by tlieaoérthe year. The Company believes the
Fairchild and SG claims discussed above are withmarit and contests them vigorously.

On July 11, 2011, the Company filed a complairthi}mU.S. District Court, District of Columbia, agai David Kappos in his capacity
as Director of the United States Patent and Trade@#ice (“PTO") as part of the ongoing reexaminatproceedings related to one of the
patents asserted against Fairchild and SG in tien2ee litigation described above. The Companylfdemotion for summary judgment on a
preliminary jurisdictional issue, and the PTO filedross-motion to dismiss on this same issuefibgi®n these motions is now complete, with
a ruling expected in the coming months. No schellatebeen set for the case.

On May 1, 2012, Fairchild Semiconductor Corporaamd Fairchild's wholly-owned subsidiary, Systerm&al Corporation (referred
to collectively as “Fairchild”), filed a complaiaigainst the Company in the United States Distrair€for the District of Delaware. In its
complaint, Fairchild alleges that the Company m&sriged and is infringing four patents pertaintogpower conversion integrated circuit
devices. The Company has answered Fairchild's @mpbtenying infringement and asking for a dedlarafrom the Court that it does not
infringe any Fairchild patent and that the Fairdlghtents are invalid, and the Company has alstasiscounterclaims against Fairchild for
infringement of five of the Company's patents. éfaild filed a motion to dismiss the Company's ceuciaims, which the Company opposes; a
ruling is expected later this year. Discovery isleinway, with a trial scheduled for October 2014.

The Company is unable to predict the outcome ddllpgoceedings with certainty, and there can bassarance that Power
Integrations will prevail in the abowaentioned unsettled litigations. These litigatiombether or not determined in Power Integratioagof ol
settled, will be costly and will divert the effoided attention of the Company's management anditadtpersonnel from normal business
operations, potentially causing a material adveffext on the business, financial condition andrafieg results. Currently, the Company is no
able to estimate a loss or a range of loss fooifywing litigation disclosed above, however advelsterminations in litigation could result in
monetary losses, the loss of proprietary rightbjesti the Company to significant liabilities, reguPower Integrations to seek licenses from
third parties or prevent the Company from licengimgtechnology, any of which could have a matexiblerse effect on the Company's
business, financial condition and operating results

Although the Company files U.S. federal, U.S. statel foreign tax returns, its major tax jurisdatis the U.S. In the quarter ended
March 31, 2011, the IRS began an audit of fiscaty@007 through 2009 which is currently in process

13. RECENT ACCOUNTING PRONOUNCEMENTS:
On January 1, 2012, the Company adopted the fallgw@tcounting pronouncements:

In May 2011, the Financial Accounting Standardsr8dq&ASB) issued amendments to the FASB Accourtiitesdard Codification
(ASC) relating to fair value measurements, Accountandards Update (ASU) 2011-64jr Value MeasuremenfSC Topic 820. The
amendments clarify the application of existing faitue measurement requirements and results in conmeasurement and disclosure
requirements in U.S. GAAP and International FinahBieporting Standards (IFRS). The Company adapiese amendments in the first
quarter of fiscal 2012.

In June 2011, the FASB issued ASU No. 2011@&mprehensive IncomeASC Topic 220). This amendment gives an entity two
options to present the total of comprehensive iredime components of net income, and the comporéother comprehensive income. An
entity can elect to present comprehensive incongdtlirer (1) a single continuous statement of cofmgmsive income, or (2) in two separate bu
consecutive statements. In both choices, an dstigguired to present each
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component of net income along with total net incoeseh component of other comprehensive incomegalath a total for other
comprehensive income, and a total amount for congmgive income. The Company adopted this amendbegivining in the first quarter of
2012.

In September 2011, the FASB issued ASU No. 2011F68ting Goodwill for ImpairmenfASC Topic 350). Under the amendment
this ASU, an entity has the option to first asspsaitative factors to determine whether the eristeof events or circumstances leads to a
determination that it is more likely than not thta fair value of a reporting unit is less thancasrying amount. If, after assessing the totalfty
events or circumstances, an entity determinesnioisnore likely than not that the fair value akporting unit is less than its carrying amount,
then performing the two-step impairment test isagassary. However, if an entity concludes othervtiee it is required to perform the first
step of the two-step impairment test by calculathmgfair value of the reporting unit and compartihg fair value with the carrying amount of
the reporting unit. If the carrying amount of aggng unit exceeds its fair value, then the ensityequired to perform the second step of the
goodwill impairment test to measure the amounhefimpairment loss, if any. Under the amendmentki;iASU, an entity also has the option
to bypass the qualitative assessment for any liegautit in any period and proceed directly to perfing the first step of the two-step
goodwill impairment test. An entity may resume penfing the qualitative assessment in any subseqezitd.

14. ACQUISITION:

On May 1, 2012, the Company, through its subsid&aHower Integrations Netherlands B.V., a Dutchpaomy, and Power Integratic
Limited, a Cayman Islands company, completed tig@iattion of CT Concept Technologie AG ("Concept™Goncept Group"), a Swiss
company, by acquiring all of the outstanding shafdéts Swiss parent companies Concept Beteilignnyé and CT-Concept Holding AG (the
“Acquisition”), pursuant to the Share Purchase &gnent ("Purchase Agreement”) described in the GuReport on Form 8-K filed by the
Company with the Securities and Exchange CommissioApril 5, 2012.

The acquisition has been accounted for using theisition method of accounting in accordance witttdunting Standards
Cadification (*ASC”) 805 - Business Combinationsadér the acquisition method of accounting, thel fmtachase consideration of the
acquisition is allocated to the tangible assetsidedtifiable intangible assets and liabilitiesiased based on their relative fair values. The
excess of the purchase consideration over theangitfle and identifiable intangible assets is rédedras goodwill, and was derived from
expected benefits from technology, cost synergieskaowledgeable and experienced workforce wheepbithe Company after the acquisition.
Goodwill is not expected to be deductible for taxgoses. The purchase price allocation is prelingisance the valuation of the net tangible
and identifiable intangible assets is still beinfized. Any measurement period adjustments veltdcorded retrospectively to the acquisition
date. During the third quarter of 2012, the Compiacyeased goodwill by $0.9 million due to a deseem acquired property and equipment,
net of a related adjustment to deferred tax liabdi Of the total purchase price of $130.7 mill{orcluding cash assumed), $128.3 million was
used to fund the acquisition in the second quaft@012. Pursuant to the purchase agreement, tichgme price was subject to a net asset
adjustment of approximately $2.4 million , whichsygaid to the seller in the third quarter of 2012.

The acquisition furthers the Company's strategittai offer highly integrated high-voltage power-gersion products across the
widest possible range of power levels and appboati While Power Integrations has historically feti on power supplies up to 500 watts of
output, Concept products address higher-power @gins, such as industrial motors and renewaldeggrsystems. As such, the combination
is complementary to Power Integrations' existingibess. Furthermore, Concept also has an expaaduhgssable market and a growing,
profitable revenue stream that are consistent Ratier Integrations' financial goals/targets.

The following table summarizes the purchase priceestimated fair values of the assets acquiredrantiabilities assumed as of M
1, 2012, the completion of the acquisition of CetqeClosing Date").
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Total Amount
(in thousands)

Cash $ 14,93
Accounts receivable 3,22(
Inventories 10,63:
Prepaid expenses and other current assets 2,77
Property and equipment, net 2,31(C
Intangible assets:
Developed technology 23,75(
Tradename 3,60(
Customer relationships 16,70(
Goodwill 63,49:
Total assets acquired 141,41:
Liabilities assumed
Current liabilities 4,587
Deferred tax liabilities 5,53¢
Other liabilities 634
Total liabilities assumed 10,76(
Total purchase price $ 130,65!

The fair value of intangible assets of $44.1 millleas been allocated to the following three assteigories: 1) developed technology,
2) tradename and 3) customer relationships. Tketfiro will be amortized on a straight line basigsiothe estimated useful life of the assets.
The third intangible asset, customer relationship be amortized on an accelerated basis oveettienated life of the asset. The following

table represents details of the purchased intamgibtets as part of the acquisition:

Fair Value Estimated
Amount Useful Life
(in thousands) (in years)
Developed technology $ 23,75( 4-12
Tradename 3,60( 2
Customer relationships 16,70( 10
Total Concept intangibles $ 44,05(

The fair value of the identifiable intangible ass&teveloped technology, trademark and customatioakhips were determined based

on the following approach.

Developed Technologyhe value assigned to the acquired developed témiyavas determined using the income approach. The
royalty savings were estimated by applying an esttah royalty rate to the projected revenues forc@phfor each developed technology. The
selected royalty rate for the developed technolegg based on the Company's analysis of compamth@dlogy, royalty rate indications, and
licensing agreements for comparable technologiks.rdyalty savings were then adjusted for taxesdiscbunted to present value. The fair
value of developed technology was capitalized ab@ficquisition date and is being amortized uaistraight-line method to cost of revenues

over the estimated remaining life of 4 - 12 years.

TradenameThe value assigned to Concept's tradename wasrdees using the income approach. The present \ddltlee expected
after-tax royalty savings was added to the sunm@®&ixpected amortization tax benefit. The royadtg was selected based on an analysis of

comparable tradename agreements. In additionateenas adjusted based on an analysis of
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Concept's projected performance and the importahtee tradename to the industry. The selectedityoyate was then applied to the projectec
revenues for the tradename. The fair value oftdename was capitalized as of the acquisitionalades being amortized using a straitihe-
method to sales and marketing expenses over timeadstl period of use of 2 years.

Customer Relationship#in intangible customer relationship asset was reizagl to the extent that the Company was expeoted t
benefit from future revenues reasonably anticipgiedn the history and operating practices of CphcEhe value assigned to customer
relationships was determined using the income ampra-orecasted cash flows derived from the acdwinstomer relationships, net of returns
on contributory assets, were discounted to pressdoe. Expectations related to future customemntats were based on historical data and a
long-term forecast that was constructed based®tmpany's financial projections and expectati®hs. associated income taxes were base
on an assumed tax rate of a hypothetical buyern&bh@come was then charged for the requiredmetaf debt-free working capital, net fixed
and other assets, developed technology and tradetmderive the residual cash flows related tactisomer relationships acquired. The
residual cash flows were then discounted to presaoe. The fair value of customer relationships wapitalized as of the acquisition date anc
is being amortized on an accelerated basis to aakksnarketing expenses over the estimated renggifénof 10 years.

Pro Forma Informatior

The amount of Concept net revenues included ifCttrapany's condensed consolidated statements cdtapes for the three and nine
months ended September 30, 2012, was $6.2 milhdrsd0.8 million , respectively, and is includedhe pro forma information below to
provide supplemental comparable information. Tdsslof Concept for the same periods of approxim&&l2 million and $2.2 million ,
respectively, was included in the Company's cosdémrronsolidated statements operations, whichdeslintangible amortization and
amortization of inventory markup. The loss fromnCept is estimated because the Company is in tieeps of integrating Concept's
operations and the Company does not maintain ptdithecstatements of operations.

For the purpose of the summary unaudited pro faromabined supplemental information, the acquisiti@s assumed to have
occurred as of January 1, 2011. The pro forma aoeabsupplemental information reflects the curretnapslation from Swiss francs to US
dollars for the Concept historical financial stagsns. The pro forma information for January 1,2at April 30, 2012, has been calculated
after applying the Company's accounting policied adjusting the results of Concept to reflect thdittonal amortization of intangible assets,
and additional cost of revenues related to theritorg markup that would have been charged assuthaépir value adjustments had been
incurred as of January 1, 2011. The unaudited gmod combined financial information is for inforriwatal purposes only and does not purpor
to represent what the Company's actual resultsdvoaNe been if the acquisition had been compledenf the date indicated above, or that 1
be achieved in the future. The unaudited pro focorabined supplemental information does not inclindeeffects of any cost savings from
operating efficiencies or synergies that may refsaih the acquisition (in thousands, except pereshamounts).

Three Months Ended Nine Months Ended
September 30, September 30,
2012 2011 2012 2011
Revenues $ 78,04t $ 8348: $ 235317 $ 257,43
Net income (loss) $ (41,67) $ 7,902 $ (41,110 $ 26,27¢
Earnings (loss) per share - diluted $ (144 $ 02¢ $ (149 $ 0.817

15. TRANSACTIONS WITH THIRD PARTY:

The Company's strategic relationship with SemiSatvaluated for impairment when events or chamgésisiness circumstances
indicate that the carrying amount of SemiSouthteglassets may not be recoverable. In evaluatipgirment, the Company compares the
carrying value of the assets to its estimate ofsawdinted future cash flows expected to result fieenuse of the assets and their eventual
disposition. An impairment loss is recognized whkstimated future cash flows are less than the icargmount. Estimates of future cash flc
may be internally developed or based on indeperajgmtaisals and significant judgment is appliethtke the estimates. Changes in the
Company's strategy, assumptions and/or market tonslicould significantly impact these judgmentd asquire adjustments to its SemiSouth
related assets.
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Based on SemiSouth's current financial situatiahitmlikely closure, the Company believes its Semuith-related assets are impaired
as of September 30, 2012. The Company's third-gueesults include an impairment charge of $33l8ani, comprising the write-off of $6.9
million of lease receivables, $7.0 million of prefal stock, a promissory note (net of imputed egérin the amount of $13.2 million , $6.2
million for the Purchase Option, and other asse®0db million . The Company has also expensegthkpaid royalty of $10.0 million as it no
longer expects to incorporate SemiSouth's techydlothe Company's products.

In addition, the Company believes it is probabk the financing company that currently owns SemiBs intellectual property will
exercise its contractual rights to put SemiSouttidlectual property to the Company under the teaiithe contingent purchase agreement
between the Company and the financing company;, tefdote 11 Commitments for further information. Based on SemiSouth'sent
financial situation and likely closure, the Compasgimates that this intellectual property has alo®, and has therefore accrued a charge of
$15.3 million related to this contingent obligation

On October 22, 2010, the Company purchased Sentioeterred stock for $7.0 million . Also in Octot#910, the Company paid
$10.0 millionas a prepaid royalty in exchange for the rightd¢e 8emiSouth's technology. The Company had intetodachortize the royalty
cost of revenues based on the Company's salesddigts incorporating the licensed technology. Then@any had classified its strategic
relationship with SemiSouth, with a carrying vabfe7.0 million and prepaid royalty of $10.0 miliavithin Other Assets in the Company's
condensed consolidated balance sheet as of Dec&hp2011. At September 30, 2012, the Company decbthe above-mentioned
impairment charge, which is reflected in the Comypmnondensed consolidated statements of incores)(lander the operating expenses,
charge related to SemiSouth caption.

In February 2011, the Company entered into an aggaewith SemiSouth to provide a lease line forfthancing of capital
equipment. Under the terms of the agreement, SarthSmuld borrow up to $8.6 million through Janu2éy 3, of which a total ¢§8.6 million
had been funded through September 30, 2012 . Ae8dyer 30, 2012 , the Company recorded the aboveioned impairment charge, and
wrote off $6.9 million which reflected the remaigireceivable balance net of the estimated fairevafithe underlying equipment of $0.3
million , and is reflected in the Company's condensed tidased statements of income (loss), under theratitame (expense), charge rela
to SemiSouth caption.

The Call Option can be exercised by the Comparmyratiltiple of SemiSouth's annualized net operagtirodits after tax (‘NOPAT")
(based on the average of this measure over a pefrigglveral months), as defined in the agreemdr&.riultiple is intended to result in an
acquisition price equal to the estimated fair vali8emiSouth. The minimum acquisition price wobé$36.0 million , subject to certain
adjustments. Pursuant to an amended agreemeng¢e@ités in March 2012, the maximum purchase priadl :10t exceed $80.0 million .

The Put Option can only be exercised by SemiSontle certain revenue and profit metrics have beached. At that time,
SemiSouth could obligate the Company to acquireiSeath at a multiple of SemiSouth's NOPAT. The ipldtis intended to result in an
acquisition price equal to the estimated fair vati&emiSouth limited to a maximum of $80.0 milliparsuant to the March 2012 amendment

In July 2011, SemiSouth obtained $15.0 millionin&hcing through the sale, and concurrent licenbiutk, of its intellectual property
("IP™) with a financing company. In connection withis arrangement, the Company entered into amgatit purchase commitment with the
financing company for SemiSouth's IP, refer to NoteCommitments for further information. The contingent purchasenmitment requires
the Company to purchase the IP previously owne8dmiSouth from its new owner for $15.0 milligpius reimbursement of certain expens
under certain conditions generally relating to Sgonith's failure to make certain payments or Sent®insolvency. In this event, the
agreement sets forth a process to be followed béfa Company's purchase commitment matures. fiesggreement allows the Company to
exercise its Call Option for a certain period afi¢iand under certain conditions. If the Companysdu initially exercise its Call Option, then
SemiSouth can be sold to a third party during @opesf time of up to approximately half a year (atniperiod of time may be shortened by the
new SemiSouth IP owner). After that period of tiel@pses, the Company is obligated to purchasedaheS®uth IP for $15.0 million (plus
reimbursement of certain expenses). The Compamemly provides a $15.0 million letter of creditttee financing company to secure the
contingent purchase commitment. As of Septembe2@02, based on SemiSouth's current financial tsitwand likely closure, the Company
estimates that this intellectual property has rlaejaand has therefore accrued an additional chafr§j@5.3 million related to this contingent
obligation. The charge is reflected in the Compmoghdensed consolidated statements of incomé,(losder the operating expenses, charge
related to SemiSouth caption.
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In March 2012, the Company loaned SemiSouth $18l®m, and in exchange the Company was issuemissory note. In
consideration for the loan the Company obtainedraandment to its 2010 agreement with SemiSoutbktabksh a maximum purchase price
related to both the Company's option to acquireiSenth ("Purchase Option") and its potential oliigato acquire SemiSouth (as discussed
above). The Company used Level 3 inputs in itsif@rket valuation utilizing the income-approachuadion technique. The Company
prepared a discounted cash flow analysis usindpll@ving unobservable inputs: weighted average obsapital, long-term revenue growth,
control premium, and discount for lack of markeliahiThe Company then usedBlack-Scholes option pricing modeldetermine the fair
value of the Company's purchase option to be appately $6.2 million . The Company's valuation teicfue derived inputs principally from
market data (i.e., correlation values). At Septen3fe 2012 , the Company recorded the above-merdiompairment charge, and wrote off the
promissory note (net of imputed interest) in theoant of $13.2 million , which is reflected in th@@pany's condensed consolidated
statements of income (loss), under the other inc@xgense), charge related to SemiSouth caption.

The following table reflects the Company's inteiasbme related to its SemiSouth agreements (inshiods):

Three Months Ended Nine Months Ended
September 30, September 30,
2012 2011 2012 2011
Interest income on note from SemiSouth $ Q0 $ — 3 204 $ —
Non-cash interest income on note from SemiSouth 66¢ — 1,44¢ —
Interest income from SemiSouth lease line 79 21 24% 60
Total interest income from SemiSouth $ 834 $ 21 $ 1,89 $ 6C

16. BANK LINE OF CREDIT:

In February 2011, the Company entered into an umsdcaredit agreement with a bank (the “Credit Agnent”). Pursuant to the
Credit Agreement, the Company could request, fiiome to time until February 2013, advances in anwamhaot to exceed an aggregate
principal amount of $50.0 million . On April 2, 2P1the amount available under this credit agreemastincreased to $65.0 million , the
proceeds of which could be used for working capéglirements and other general corporate purposes.

On July 5, 2012, the Company terminated the Crglitement and entered into a new Credit Agreentbat'New Credit
Agreement") with two banks. The New Credit Agreetrovides the Company with a $100.0 milli@volving line of credit to use for gene
corporate purposes with a $20 million sublimit fiee issuance of standby and trade letters of crédé Company's ability to borrow under the
revolving line of credit is conditioned upon therfmany's compliance with specified covenants, inalgdeporting and financial covenants,
primarily a modified current ratio and a debt toréags ratio, with which the Company is currentiycompliance. The New Credit Agreement
terminates on July 5, 2015; all advances underghelving line of credit will become due on suchiejar earlier i n the event of a default. As
of September 30, 2012 , the Company had no amouitgganding under the agreement other than a letteedit mentioned below.

As of September 30, 2012, the Company's has a $1i0n letter of credit under the Credit AgreermeRefer to Note 15,
Transactions With Third Partyor details on the Company's outstanding lettesredit.

17. RETIREMENT PLANS:

In connection with the Company's acquisition of Gapt in May 2012, the Company sponsors a definadftigopension plan ("Pensi
Plan") in accordance with the legal requirementSwitzerland (refer to Note 1Acquisition, for details on Concept). The plan assets, which
provide benefits in the event of an employee'sawtéent, death or disability, are held in legallyosmomous trustee-administered funds that are
subject to Swiss law. Benefits are based on thdamrmap's age, years of service and salary, andl#meigfinanced by contributions by both the
employee and the Company.

The net periodic benefit cost of the Pension Plaes mot material to the Company's financial statéseuring the three and nine
months ended September 30, 2012. The acquiredcpedjbenefit obligation of $5.1 million , net ofpl assets of $4.5 million , was $0.6
million as of the Closing Date. The projected bérailigation, net of plan assets, did not charrgenfthe closing date to September 30, 2012.
The Company has recorded the unfunded amountialilty in its Condensed
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Consolidated Balance Sheet at September 30, 282y the pension liability caption. The Companyeotp to make contributions to the
Pension Plan of approximately $0.3 million durihg turrent fiscal year.

In accordance with the Compensation-Retirement ftsribopic of ASC 715-20, the Company will re cogmithe over-funded or
under-funded status of its defined postretireméant ps an asset or liability in its statement péficial position. The company will measure the
plan assets and benefit obligations as of the afatee fiscal year-end.

18. SUBSEQUENT EVENT
In October 2012, the Company's board of directathaized the use of $50.0 million for the repusshaf the Company's common
stock. Repurchases are to be executed accordprg-defined price/volume guidelines set by the Badrdirectors. Authorization of future

stock repurchase programs is at the discretioheobbard of directors and
will depend on the Company's financial conditiasults of operations, capital requirements, busigesditions as well as other factors.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIMNCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis of our finahcondition and results of operations should kad in conjunction with the
condensed consolidated financial statements anddhes to those statements included elsewherésiQinarterly Report on Form 10-Q, and
with the consolidated financial statements and ngan@ent's discussion and analysis of our finanaaldition and results of operations in our
Annual Report on Form -K for the year ended December 31, 2011, filed WithSEC on February 29, 2012. This discussionaiosit
forward-looking statements that involve risks and uncettes. Our actual results could differ materialiprin those contained in these
forward-looking statements due to a number of factorduiting those discussed in Part I, Item 1A-“Riskckas” and elsewhere in this
report.

Overview

We design, develop, and market analog and mixeuatigtegrated circuits (ICs) and other electra@mponents used in higloltage
power conversion. Our products are used primamilx€-DC power supplies, which provide power torainner of electronic applications
including mobile phones, computers, home-entertaimtraquipment, appliances, electronic utility meterdustrial controls and LED lights.
Since our May 2012 acquisition of CT-Concept Tedbgie AG (Concept), we also offer drivers - typlgadircuit boards containing multiple
ICs, electrical isolation components and otheruiirg - used to operate arrays of high-voltagehkpgwer transistors known as IGBT modules
These driver/module combinations are used for paeaversion in high-power applications such as stidal motors, solar and wind power
systems, electric vehicles and high-voltage DCsin@insion systems.

We believe that our products enable power conveseperior to those designed with competing teduies. We differentiate our
products through innovation aimed at helping owstamers meet the desired performance specificatarbeir power converters, including
increasingly stringent energy-efficiency and religbrequirements, while minimizing complexity, sgponent count, time-to-market and
overall system cost. We invest significant resosiioeresearch and development in an effort to aehiieis differentiation.

While the size of our addressable market fluctuatiets changes in macroeconomic conditions, the eianks generally exhibited a
modest growth rate over time as growth in unit vads has largely been offset by reductions in thegame selling price of components in this
market. Therefore, the growth of our business deép@nimarily on our penetration of the addressaideket, and our success in expanding the
addressable market by introducing new productsatidtess a wider range of applications. Our gratridtegy includes the following elemet

» Increase the penetration of our ICs in *low-power” AC-DC power supply markeThe vasimajority of our revenues has historice
come from AC-DC power-supply applications requirB@watts of output or less. We continue to intm@more advanced products
that make our ICs more attractive in this markeé Neve also increased the size of our sales aiddelingjineering staff considerably
recent years, and we continue to expand our offeraf technical documentation and design-suppotstand services in order to help
customers use our ICs. These tools and servickaglmourPl Expert™design software, which we offer free of charge, and
transformer-sample service.

» Expand our addressable market to include a widaigeaof applications and power leveln recent years we have introduced IC
products that enable us to bring the benefits tefgration to power supplies requiring more tham@afts of output, resulting in a
significant expansion of our addressable marke¢s€happlications include main power supplies ftrfanel TVs and desktop PCs
well as power supplies for LED streetlights, garapsoles, and notebook computers, among others.

In May 2012 we acquired Concept, further expandugaddressable market to include applicationoupdigawatt of power,
including industrial motors, renewable energy systand electric vehicles, and giving us a presentiee energy generation and
distribution markets in addition to the energy agnption market.

» Capitalize on the growing demand for more enerdigieht electronic products and lighting technolesj cleaner modes of
transportation and renewable sources of eneRBgcause our products incorporate a variety of gnefficiency technologies, we
believe our ability to penetrate the target markletscribed above is enhanced by the

35




Table of Contents

desire on the part of policymakers and consumersdace energy consumption while also promotingrae energy sources. We
believe that energy-efficiency is becoming an iasiegly important design criterion for power suppldue largely to the emergence
of standards and specifications that encourageirasaime cases mandate, the design of more enéfiggst electronic products.
While power supplies built with competing technaésgare often unable to meet these standards ffestieely, power supplies
incorporating our ICs are generally able to compilh all known efficiency specifications currently effect.

Additionally, technological advances combined wihulatory and legislative actions are resultinthm adoption of alternative
lighting technologies such as light-emitting diodesLEDs. We believe this presents a significgsgartunity for us because our ICs
are used in power-supply, or driver, circuitry Fagh-voltage LED lighting application such as sciieweplacement bulbs,
replacements for fluorescent tubes, sighage ardtdighting.

The adoption of electric vehicles and renewablegnsources is another trend on which we intenchfutalize; we believe that low-
cost, reliable, energy-efficient power-conversitectonics are essential to the success of thebaddogies, and we believe that the
Concept transaction gives us the ability to offdusons that compare favorably with competing rl&ives in terms of cost,
efficiency and reliability.

Recent Resul

Our net revenues were $78.0 million and $226.2ionilin the three and nine months ended Septemhe&@3®, respectively,
compared to $75.1 million and $232.0 million in 8@me periods of 2011. The increase for the threetimperiod was driven by the inclusion
of revenues from Concept of $6.2 million, which aeguired in May 2012. The decrease for the ninetmpariod reflects lower sales of our
products into the communications, computer and wmes end markets, largely as a result of weakeradengenerally observed across the
broader semiconductor industry, partially offsetthe inclusion of Concept revenues of $10.8 milliGwir top ten customers, including
distributors that resell to OEMs and merchant pasugaply manufacturers, accounted for 64% and 65&uphet revenues in the three anide
months ended September 30, 2012 , respectivelypamd to 65% of our net revenues in both the tanegenine months ended September 30,
2011 . Our top two customers, both distributorswf products, collectively accounted for approxieiaB82% and 33% of our net revenues in
the three and nine months ended September 30,,2@%Rectively. These same two distributors callett accounted for approximately 31%
of our net revenues in both the three and nine hsoabded September 30, 2011 . International setesiated for 94% and 95% of our net
revenues in the three and nine months ended Seete86b2012 , respectively, and 96% of our netmees in both the three and nine months
ended September 30, 2011 .

Because our industry is intensely price-sensitivg,gross margin (gross profit divided by net rawes) is subject to change based on
the relative pricing of solutions that compete vatirs. Variations in product and customer mix dan aause our gross margin to fluctuate.
Also, because we purchase a large percentage afliman wafers from foundries located in Japam, gnoss margin is influenced by
fluctuations in the exchange rate between the tloffar and the Japanese yen. Changes in the miicasy materials used in our products, sucl
as copper and gold, can also affect our gross ma#dfhough our wafer-fabrication and assembly atiens are outsourced, as are most of ou
test operations, a portion of our production castsfixed in nature. As a result, our unit costs gross profit margin are impacted by the
volume of units we produce.

Our gross profit was 50% and 49% of net revenudisarthree and nine months ended September 30,,28%Rectively, compared to
47% of net revenues in both the three and nine hsoeded September 30, 2011 . The increase in graggn for these periods was due
primarily to lower manufacturing costs, includingra favorable wafer pricing from our foundries, ouigration to a next-generation, lower-
cost process technology for many of our productd,the completion of our conversion from five- to-ch wafers; the increase was also
driven by a more favorable end-market mix. Thestofa were partially offset by higher period castsulting from the amortization of
intangibles and inventory write-up related to ocguisition of Concept (refer to Note 14¢quisitions, in our Notes to Condensed Consolid:
Financial Statements, for details).

Total operating expenses in the three and nine msarided September 30, 2012 , were $55.0 millidr$4109.2 million, respectively,
and $24.5 million and $73.7 million in the sameipes in 2011, respectively. The year-over-yearease in both periods was driven primarily
by our SemiSouth impairment charges. Our third-guaesults include an impairment charge comprisiiegwrite-offs of our $10.0 million
prepaid royalty and $15.3 million related to thetimgent purchase commitment under which we exgeatiSouth's intellectual property to be
put to us by the financing company that
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currently owns it (refer to Note 1%ransactions With Third Partyin our Notes to Condensed Consolidated Finaitatiements, for details on
the impairment). The increase in operating expensssalso driven by higher payroll and related esps (including stockased compensati
expenses) due to increased headcount attributblertacquisition of Concept, and increased amatitin of intangible assets, including the
Concept tradename and customer relationships fefdote 14 Acquisitions, in our Notes to Condensed Consolidated Finaigtatements,
for details).

Our quarterly operating results are difficult t@egict and subject to significant fluctuations. Wanpour production and inventory
levels based on internal forecasts of projectetbousr demand, which is highly unpredictable andfbastuate substantially. Customers
typically may cancel or reschedule orders on shatite without significant penalty and, converselffen place orders with very short lead
times to delivery. Also, external factors such gl economic conditions and supply-chain dynarnas cause our operating results to be
volatile.

Critical Accounting Policies and Estimates

The preparation of financial statements and reldisclosures in conformity with accounting prineglgenerally accepted in the
United States of America (“U.S. GAAPtgquires management to make estimates and assusfhiat affect the reported amounts of asset
liabilities and disclosures of contingent assetslabilities at the date of the financial stateitsesnd the reported amounts of revenues and
expenses during the reporting period. On an ongo#sis, we evaluate our estimates, including thiess below. We base our estimates on
historical facts and various other assumptionswabelieve to be reasonable at the time the ettsr@e made. Actual results could differ
from those estimates.

Our critical accounting policies are as follows:

e revenue recognitio

e stockbased compensatic

e estimating writedowns for excess and obsolete invent
* income taxes; ar

e goodwill and intangible asse

Our critical accounting policies are importanthe portrayal of our financial condition and reswt®perations, and require us to
make judgments and estimates about matters thatlaeently uncertain. A brief description of thesiical accounting policies is set forth
below. For more information regarding our accountiolicies, see Note Summary of Significant Accounting Policjea our Notes to
Condensed Consolidated Financial Statements.

Revenue recognition

Product revenues consist of sales to original eqaig manufacturers, or OEMs, merchant power sumpglgufacturers and
distributors. Approximately 74% of our net prodsates were made to distributors in the nine moatited September 30, 2012, and 71% in
the twelve months ended December 31, 2011. We dbplprovisions of Accounting Standard Codificat{thSC”) 605-10 (“ASC 605-10")
and all related appropriate guidance. Revenuecisgrézed when all of the following criteria haveebemet: (1) persuasive evidence of an
arrangement exists, (2) delivery has occurredth@)price is fixed or determinable, and (4) cobidity is reasonably assured. Customer
purchase orders are generally used to determinexieence of an arrangement. Delivery is consitleménave occurred when title and risk of
loss have transferred to our customer. We evalub&gher the price is fixed or determinable basetherpayment terms associated with the
transaction and whether the sales price is sutjaetfund or adjustment. With respect to colledihiwe perform credit checks for new
customers and perform ongoing evaluations of oistieg customers' financial condition and requisdters of credit whenever deemed
necessary.

Sales to international OEM customers and merchawep supply manufacturers that are shipped fronfaility in California are
pursuant to Delivered at Frontier, or DAF, shippiagns. As such, title to the product passes tatis#gomer when the shipment reaches the
destination country and revenue is recognized dperarrival of the product in that country. Saleéternational OEMs and merchant power
supply manufacturers for shipments from our fdesitoutside of the United States are pursuant tMEXks, or EXW, shipping terms, mean
that title to the product transfers to the custoopn shipment from our foreign warehouses. ShigeenOEMs and merchan t power supply
manufacturers in the Americas are pursuant to &nel®oard, or FOB, point of origin shipping termsamiag that title is passed to the custome
upon shipment. Revenue is recognized upon titlesfea for sales to OEMs and merchant power supjlyufacturers, assuming all other
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criteria for revenue recognition are met.

Sales to most distributors are made under terrowily certain price adjustments and rights of metwm our products held by the
distributors. As a result of these rights, we défierrecognition of revenue and the costs of regsmerived from sales to distributors until our
distributors report that they have sold our produettheir customers. Our recognition of such itistor sell-through is based on point of sales
reports received from the distributor, at whichdithe price is no longer subject to adjustmentiaiided, and the products are no longer
subject to return to us except pursuant to warrgertys. The gross profit that is deferred uponrsieipt to the distributor is reflected as
“deferred income on sales to distributors” in tike@mpanying consolidated balance sheets. Thedefatred revenue as of September 30,
2012 , and December 31, 2011 , was approximatdéy8®aillion and $16.7 million , respectively. Thatdl deferred cost as of September 30,
2012 , and December 31, 2011, was approximatelydghlion and $8.8 million , respectively.

Frequently, distributors need to sell at a pricgdothan the standard distribution price in or@ewin business. At or soon after the
distributor invoices its customer, the distribusabmits a “ship and debit” price adjustment clainus to adjust the distributor's cost from the
standard price to the pre-approved lower priceeAfte verify the claim, a credit memo is issuethdistributor for the ship and debit claim.
We maintain a reserve for unprocessed claims aidefship and debit price adjustments. The resgppears as a reduction to accounts
receivable in our accompanying consolidated balasheets. To the extent future ship and debit claigsificantly exceed amounts estimated,
there could be a material impact on the deferredmee and deferred margin ultimately recognizedeViauate the adequacy of our reserves,
we analyze historical ship and debit payments awdl$ of inventory in the distributor channels.

Sales to certain of our distributors are made utetens that do not include rights of return or primncessions after the product is
shipped to the distributor. Accordingly, producteaue is recognized upon shipment and title trarasfeuming all other revenue recognition
criteria are met.

Stock-based compensation

We apply the provisions of ASC 718-18hare-Based Paymentnder the provisions of ASC 718-10, we recogtiieefair value of
stock-based compensation in financial statemergs the requisite service period of the individuargs, which generally equals a four-year
vesting period. We use estimates of volatility, &cted term, riskree interest rate, dividend yield and forfeitumesletermining the fair value
these awards and the amount of compensation costagnize. Changes in these estimates could riestitanges to our compensation chai

Estimating write-downs for excess and obsolete inagory

When evaluating the adequacy of our valuation dwfjests for excess and obsolete inventory, we ifleexicess and obsolete prodt
and also analyze historical usage, forecasted ptimtiubased on demand forecasts, current econeoeridg and historical write-oftsThis
write-down is reflected as a reduction to inventoryhe consolidated balance sheets and an incieasst of revenues. If actual market
conditions are less favorable than our assumptiwasnay be required to take additional widi@ans, which could adversely impact our cos
revenues and operating results.

Income taxes

Income tax expense is an estimate of current indemes payable or refundable in the current figear based on reported income
before income taxes. Deferred income taxes refffeceffect of temporary differences and carry-fadgahat are recognized for financial
reporting and income tax purposes.

We account for income taxes under the provisiom®83E 740. Under the provisions of ASC 740, defeteedassets and liabilities are
recognized based on the differences between thadial statement carrying amounts of existing assed liabilities and their respective tax
bases, utilizing the tax rates that are expectegpdy to taxable income in the years in which éhtesnporary differences are expected to be
recovered or settled. We recognize valuation altmea to reduce any deferred tax assets to the drti@mirwe estimate will more likely than
not be realized based on available evidence anédgeanent's judgment. We limit the deferred tax asseiognized related to certain officers'
compensation to amounts that we estimate will lskicigble in future periods based upon Internal ReeeCode Section 162(m). In the event
that we determine, based on available evidencerenrthgement judgment, that all or part of the nédrded tax assets will not be realized in
future, we would record a valuation allowance ia preriod the determination is made. In addition,dalculation of tax liabilities involves
significant judgment in estimating the impact otanainties in the application of complex tax laResolution of these uncertainties in a
manner inconsistent with our expectations coulcetewmaterial impact on our results of operatiorts an
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financial position.

As of September 30, 2012, we continue to maintaialaation allowance on a portion of our Califordieferred tax assets as we
believe that it is not more likely than not thag theferred tax assets will be fully realized. Wapahaintain a valuation allowance with respect
to some of our deferred tax assets relating prigntwitax credits in some non-U.S. jurisdictionglarrtain anticipated capital losses.

Although the Company files U.S. federal, U.S. statel foreign tax returns, its major tax jurisdatis the U.S. In the quarter ended
March 31, 2011, the IRS began an audit of fiscaty@007 through 2009 which is currently in process

Gooduwill and intangible assets

In accordance with ASC 350-1Gpodwill and Other Intangible Assetse evaluate goodwill for impairment on an annuai®eor as
other indicators of impairment emerge. The provisiof ASC 350-10 require that we perform a two-stepairment test. In the first step, we
compare the implied fair value of our single repmgytunit to its carrying value, including goodwilf.the fair value of our reporting unit exces
the carrying amount no impairment adjustment isiireql. If the carrying amount of our reporting uexiceeds the fair value, step two will be
completed to measure the amount of goodwill impairtioss, if any exists. If the carrying value af gingle reporting unit's goodwill exceeds
its implied fair value, then we record an impairtiess equal to the difference, but not in excdghe carrying amount of the goodwill. Under
the amendments of this ASC, ASU No. 2011D&sting Goodwill for Impairmenheginning in the first quarter of 2012 we havedp&on to
first assess qualitative factors to determine wérethe existence of events or circumstances leadsletermination that it is more likely than
not that the fair value of a reporting unit is I&isan its carrying amount. If, after assessingtditality of events or circumstances, an entity
determines it is not more likely than not that fhie value of a reporting unit is less than itsrgarg amount, then performing the two-step
impairment test is unnecessary. We evaluated gdlodwimpairment in the fourth quarter 2011, arahcluded that no impairment existed as
of December 31, 2011. Additionally, no impairmemdicators have been identified during the nine mem®inded September 30, 2012 .

ASC 350-10 also requires that intangible assets @stimable useful lives be amortized over theipeetive estimated useful lives,
and reviewed for impairment in accordance with AMD-10,Accounting for the Impairment or Disposal of Lonigdd Assets We review
long-lived assets, such as acquired intangiblegangerty and equipment, for impairment whenevenés or changes in circumstances
indicate that the carrying amount of an asset noayoa recoverable. We measure recoverability aftage be held and used by a comparist
the carrying amount of an asset to estimated uodiged future cash flows expected to be generatéddbasset. If the carrying amount of an
asset exceeds its estimated future cash flowsewagnize an impairment charge by the amount bytwthie carrying amount of the asset
exceeds the fair value of the asset.

39




Table of Contents
Results of Operations

The following table sets forth certain operatingedas a percentage of net revenues for the penditsated.

Three Months Ended Nine Months Ended
September 30, September 30,

2012 2011 2012 2011
Net revenues 100.C(% 100.(% 100.C % 100.(%
Cost of revenues 50.3 53.c 50.¢ 53.C
Gross profit 49.7 46.7 49.1 47.C
Operating expenses:
Research and development 14.€ 13.¢ 15.1 13.2
Sales and marketing 13.2 10.€ 122 10.t
General and administrative 10.2 8.2 9.8 8.1
Charge related to SemiSouth 32.4 — 11.2 —
Total operating expenses 70.4 32.¢ 48.2 31.¢
Income (loss) from operations (20.7) 14.1 0.8 15.2
Other income (expense):
Charge related to SemiSouth (43.5) — (15.0 —
Other income, net 1.1 0.7 0.7 0.€
Other income (expense), net (42.9 0.7 (14.9) 0.€
Income (loss) before provision (benefit) for incotares (63.1) 14.¢ (13.5) 15.¢
Provision for income taxes (6.9 4.8 6.1 3.8
Net income (loss) (56.8)% 10.(% (19.6% 12.1%

Comparison of the Three and Nine Months Ended 8#y@e30, 2012 and 2011

Net revenuedNet revenues consist of revenues from product sateish are calculated net of returns and allowanbket revenues fi
the three and nine months ended September 30, 2@t2,$78.0 million and $226.2 million, respectiyatompared with $75.1 million and
$232.0 million for the same periods in 2011. Thaéase for the three-month period was driven byritleision of revenues from Concept of
$6.2 million, which we acquired in May 2012. Thedsase for the nine-month period reflects loweesal our products into the
communications, computer and consumer end marlkeggly as a result of weaker demand generallyrobseacross the broader
semiconductor industry, partially offset by thelurston of $10.8 million of Concept revenues.

Our net revenue mix by end market for the threerand months ended September 30, 2012 , compartéé three and nine months
ended September 30, 2011 , were as follows:

Three Months Ended Nine Months Ended
September 30, September 30,
End Market 2012 2011 2012 2011
Consumer 36% 3% 37% 37%
Communications 23% 2€% 25% 29%
Industrial 31% 23% 27% 22%
Computer 10% 12% 11% 12%

International sales, consisting of sales outsidth®fAmericas based on “ship to” customer locatiorere $73.7 million and $214.3
million in the three and nine months ended SepterdBe2012, and $71.9 million and $221.8 milliorttie same periods of 2011, respectively.
Although the power supplies using our productsdisributed to end markets worldwide,
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most of these power supplies are manufactured ia. As a result, sales to this region represen®8d 8f our net revenues for both the three
and nine months ended September 30, 2012, and 84%s net revenues for both the three and nine hswoehded September 30, 2011. We
expect international sales, and sales to the A&gj@n in particular, to continue to account foayk portion of our net revenues in the future.

Sales through distributors accounted for 76% ar®d @finet revenues in the three and nine monthsceS8dptember 30, 2012,
respectively and 72% and 70% of net revenues ithttee and nine months ended September 30, 20ddeatvely, with direct sales to OEMs
and power supply manufactures accounting for theaneder.

The following customers accounted for 10% or mdrtal revenues:

Three Months Ended Nine Months Ended
September 30, September 30,
Customer 2012 2011 2012 2011
A 20% 19% 21% 19%
B 12% 12% 12% 12%

Customers A and B are distributors of our produdtsother customers accounted for 10% or more phetirevenues in these
periods.

Gross profit.Gross profit is net revenues less cost of reverfdescost of revenues consists primarily of cossaiated with the
purchase of wafers from our foundries, the assenpialykaging and testing of our products by subseahirs, product testing performed in our
own facilities, and overhead associated with theagament of our supply chain. Gross margin is goosft divided by net revenues. The te
below compares gross profit and gross margin fetinee and nine months ended September 30, 2@120411 (dollars in millions):

Three Months Ended Nine Months Ended
September 30, September 30,
2012 2011 2012 2011
Net revenues $ 78.C $ 751 $ 2262 % 232.(
Gross profit $ 38. % 35.C % 1111 $ 109.1
Gross margin 49.7% 46.7% 49.1% 47.(%

The increase in gross margin for the three and mioeths ended September 30, 2012 , compared vethaime periods in the prior
year was due primarily to lower manufacturing costsluding more favorable wafer pricing from oouhdries, our migration to a n«
generation, lower-cost process technology for n@frour products, and the completion of our conmrs$rom five- to six-inch wafers; the
increase was also driven by a more favorable endtehanix. These factors were partially offset bgher period costs resulting from the

amortization of intangibles and inventory writeq@bated to our acquisition of Concept (refer to@&#t,Acquisitions, in our Notes to
Condensed Consolidated Financial Statements, tailse

Research and development expenResearch and development, or R&D, expenses cqusisarily of employee-related expenses
including stock-based compensation and expenseerialadnd facility costs associated with the depadent of new processes and new
products. We also record R&D expenses for prototyaters related to new products until such prodaotsreleased to production. The table
below compares R&D expenses for the three andmugths ended September 30, 2012 and 2011 (daflandllions):

Three Months Ended Nine Months Ended
September 30, September 30,
2012 2011 2012 2011
Net revenues $ 78.C % 75.1 $ 226.. % 232.(
R&D expenses $ 112 $ 102 % 341 % 30.¢
R&D expenses as a % of net regenu 14.€% 13.8% 15.1% 13.2%
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R&D expenses increased in the three and nine memitisd September 30, 2012 , compared to the samoepen 2011, driven
primarily by increased payroll and related expemssalting from increased headcount due primaailgur acquisition of Concept, and
increased stock-based compensation expense danaualdRSU awards granted to employees in addiidRSUs granted to Concept
employees. In addition, R&D expenses for 2012 idelaccrued stock-based compensation expensesireld®SUs that are expected to vest,
whereas no PSU stock-based compensation expensecagmized in the corresponding periods of 201k ificrease for the nine-month
period also reflects increased product-developregpenses related to foundry qualifications and argonew-product development.

Sales and marketing expens8ales and marketing expenses consist primarilynpi@yee-related expenses, including stock-based
compensation, commissions to sales representativdsfacilities expenses, including expenses aattivith our regional sales and support
offices. Sales and marketing expenses also inchelamortization of acquisition-related intangiasets including tradenames and customer
relationships. The table below compares sales ar#leting expenses for the three and nine monthsd8dptember 30, 2012 and 2011
(dollars in millions):

Three Months Ended Nine Months Ended
September 30, September 30,
2012 2011 2012 2011
Net revenues $ 78C % 751 % 226.2 % 232.(
Sales and marketing expenses $ O CH: 8C $ 27¢ % 24
Sales and marketing expenses as a % of netueven 13.2% 10.€% 12.2% 10.5%

Sales and marketing expenses increased in theahterine months ended September 30, 2012 , cothfratke same periods of
2011, due primarily to the acquisition of Concephjch resulted in increased expenses related tatamation of acquired intangible assets, as
well as increased headcount, which resulted indriglayroll and related expenses including stoclett@®mpensation expense. In addition,
sales and marketing expenses for 2012 include edstockbased compensation expenses related to PSUs ¢hexected to vest, whereas
PSU stock-based compensation expense was recognitezicorresponding periods of 2011.

General and administrative expensé&neral and administrative, or G&A, expenses copsisarily of employee-related expenses,
including stock-based compensation expenses foirestnation, finance, human resources and geneaalagement, as well as consulting,
professional services, legal and auditing expenges table below compares G&A expenses for theethrel nine months ended September 3
2012 and 2011 (dollars in millions):

Three Months Ended Nine Months Ended
September 30, September 30,
2012 2011 2012 2011
Net revenues $ 78.C $ 751 % 226.: $ 232.(
G&A expenses $ 7€ % 6.1 $ 221 % 18.¢
G&A expenses as a % of net reeenu 10.2% 8.2% 9.8% 8.1%

G&A expenses increased in the three and nine mamttied September 30, 2012 , compared to the peam; Wue to increased
headcount from our acquisition of Concept, resgltmincreased payroll and related expenses, iimdustock-based compensation expense. |
addition, temporary increases in professional sereikpenses for the nine-month period of $0.9 anillassociated with the acquisition
contributed to the increase.

Charge Related to SemiSouitth October 2012, information became known to us pinavided evidence that our SemiSouth related
assets were impaired as of September 30, 2012résuét we incurred a charge of $25.3 million aSeptember 30, 2012, comprising the
write-offs of a prepaid royalty of $10.0 million @$15.3 million related to the contingent purcheseamitment under which we expect
SemiSouth's intellectual property to be put to wshe financing company that currently owns it. &b Note 15Transactions With Third
Party, in our Notes to Condensed Consolidated FinaStatements for details on the SemiSouth charge.

Other income (expense), néther income (expense), net consists primarilyntrest income earned on cash and cash equisalent
marketable securities and other investments, améhitpact of foreign exchange gain or loss, in aoldito an impairment charge related to
SemiSouth. The table below compares other incortepn the three and nine months ended
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September 30, 2012 and 2011 (dollars in millions):

Three Months Ended Nine Months Ended
September 30, September 30,
2012 2011 2012 2011
Net revenues $ 78.C $ 751 $ 2262 $ 232.(
Other income (expense) $ (33.1) % 0.6 % (32.9) % 1t
Other income (expense) as a #tebfevenue (42.H)% 0.7% (14.9% 0.6%

Other income (expense), net, decreased in the #ame@ine months ended September 30, 2@bMpared to the same periods in 2!
The decrease was related to a charge for Semi®bd$®3.9 million, comprising the write-off of $6rillion of lease receivables, $7.0 million
of preferred stock, a promissory note (net of ineguinterest) in the amount of $13.2 million, $6.@iom for the Purchase Option, and other
assets of $0.6 million. Refer to Note Tsansactions With Third Partyin our Notes to Condensed Consolidated Finaigtatiements for
details on the SemiSouth impairment

Provision for income taxesProvision for income taxes represents federatesind foreign taxes.
The table below compares income tax expenses éahtiee and nine months ended September 30, 2@120411 (dollars in millions):

Three Months Ended Nine Months Ended
September 30, September 30,
2012 2011 2012 2011
Income (loss) before provisioerbfit) for income taxes $ (49.9) $ 111  $ (30.9) % 36.¢
Provision for income taxes $ 49 $ 3€ $ 137 % 8.¢
Effective tax rate 10.(% 32.4% (45.)% 24.2%

Our effective tax rates for the three and nine me®nded September 30, 2012 , were 10.0% and (3>a8pectively, compared to
32.4% and 24.2% for the three months and nine nscettided September 30, 2011, respectively. In theemionths ended September 30, 2012
the effective tax rate was negative as a resuli®@bbove-mentioned SemiSouth charge and the IRiBagreement described in Note 9,
Provision for Income Taxg, in our Notes to Condensed Consolidated FinaiSta@tements. The audit agreement includes fededadtae taxe
plus interest charges totaling approximately $44ilBon, partially offset by the reversal of reldteinrecognized tax benefits and other items o
$29.1 million, for a net charge of $15.7 millionuiCeffective tax rates for the periods ended Sep&zr80, 2011, were lower than the statutory
rate due primarily to the geographic distributidroor earnings and the beneficial impact of theagsh and experimentation tax credit.

Liquidity and Capital Resources

As of September 30, 2012, we had $110.4 milliocash, cash equivalents and short-term and longiterestments,
down approximately $102.4 million from $212.8 nuliias of December 31, 2011. As of September 3®,204 had
working capital, defined as current assets lessentitiabilities, of $130.2 million, a decreaseapfproximately $87.3 million
from $217.5 million as of December 31, 2011. Therdase in cash, cash equivalents and marketahlatgecand working capital primarily
resulted from the acquisition of Concept (refeNtute 14,Acquisitions, in our Notes to Condensed Consolidated FinaiStatements, for
details) and the payment of $42.4 million in comjion with the IRS audit agreement.

In March 2012, we loaned SemiSouth 18.0 milliord anexchange we were issued a promissory not®ctober 2012, information
became known to us that provided evidence thatoaurto SemiSouth was other than temporarily imguhas of September 30, 2012, and as ¢
result the loan was written off. The charge wakeoiéd in the condensed consolidated statementeafe (loss) under the other income
(expense), charge related to SemiSouth captiothé&three and nine months ended September 30,(28&2Note 15Transactions With Third
Party,in our Notes to Condensed Consolidated Financ&kgtents for further details on the SemiSouth loan)

In February 2011,we entered into an unsecuredtcagdeement with a bank (the “Credit Agreementtjrddant to the Credit
Agreement, we could request, from time to timelufgbruary 2013, advances in an amount not to ekaaeaggregate principal amount of
$50.0 million . On April 2, 2012, the amount avhlunder this credit agreement was increased3d%6illion , the proceeds of which could
be used for working capital requirements and offegreral corporate purposes.
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On July 5, 2012, we terminated the Credit Agreenagigt entered into a new Credit Agreement (the "egdit Agreement") with tw
banks. The New Credit Agreement provides us wi1@0.0 million revolving line of credit to use fgeneral corporate purposes with a $20.0
million sublimit for the issuance of standby aralde letters of credit. Our ability to borrow undlee revolving line of credit is conditioned
upon our compliance with specified covenants, idicig reporting and financial covenants, primarilgnadified current ratio and a debt to
earnings ratio, with which we are currently in cdiapce. The New Credit Agreement terminates on 3uB015; all advances under the
revolving line of credit will become due on suchigjar earlier in the event of a default. As of 8efber 30, 2012 , we had no amounts
outstanding under our agreement other than a lettenedit mentioned below.

In connection with entering into the New Credit Agment, as of July 5, 2012, our existing $15.0iomilletter of credit under the
Credit Agreement with a bank, was deemed to haee ssued pursuant to and subject to the termsamditions of the New Credit
Agreement.

The letter of credit was provided in connectionhwatcontingent purchase commitment with a financioigpany which requires us to
purchase IP previously owned by SemiSouth fromets owner for $15 million (plus reimbursement oftas expenses) under certain
conditions, generally relating to SemiSouth's f&ilto make certain payments or SemiSouth's insoijueks of September 30, 2012, we beli
it is probable that the financing company that ently owns SemiSouth's intellectual property wieecise its contractual rights to put
SemiSouth's intellectual property to us under énms of the contingent purchase agreement betweandithe financing company. Based on
SemiSouth's current financial situation and likellysure, we estimate that this intellectual propbes no value, and have therefore accrued a
additional charge of $15.3 million related to tbastingent obligation. Refer to Note TFansactions With Third Partyn our Notes to
Condensed Consolidated Financial Statements, failslen our agreement.

Operating activities generated cash of $29.7 mmilirothe nine months ended September 30, 2012n&hkess for this period was
$44.1 million; we also incurred non-cash deprecigtamortization of intangible assets and stocled@®mpensation expenses of $11.4
million, $3.3 million and $10.5 million, respectiyeln addition, we incurred a $59.2 million (of weh $43.9 million was nomash) impairmer
charge related to our SemiSouth assets (refer te NmTransactions With Third Partyn our Notes to Condensed Consolidated Financial
Statements, for details on our SemiSouth impairraadtcharges). Additional sources of cash inclyd¢a $15.7 million decline in inventory
due to reduced wafer purchases, and (2) a $4.®Bmilicrease in accounts payable primarily dudnéotiming of payments and our acquisition
of Concept. These sources of cash were partiaihedby a (1) a $28.3 million decrease in taxesapbyyand other accrued liabilities primarily
in connection with our IRS agreement, refer to Ngterovision for Income Taxin our Notes to Condensed Consolidated Finaigtatements
for details on our agreement, and (2) a $11.3 onilincrease in prepaid expenses and other asge@rity related to prepaid taxes (in
connection with the tax benefit related to the Souath impairment and the above-mentioned tax aggam

Operating activities generated cash of $60.0 mmiliiothe nine months ended September 30, 2011n€income for
this period was $28.0 million; we also incurred +o@sh depreciation, amortization of intangibles stodk-based compensation expenses of
$11.3 million, $0.7 million and $6.6 million, resgi&ely. Additional sources of cash included (1%1®.2 million decline in inventory due to
reduced wafer purchases, (2) a $4.9 million in@éadaxes payable and accrued liabilities resglgrimarily from an increase in our longrm
tax liability and (3) a $2.8 million decrease irepaid legal fees and prepaid inventory amortizafidrese sources of cash were partially offset
by (1) a $4.5 million increase in accounts receeaue to higher shipments at the end of Septecdiapared to December and the timing of
sales rebate payments in the fourth quarter of 2@1€us the third quarter of 2011 and (2) a $1/ianidecrease in deferred income on sale
distributors resulting from decreased inventoryels\at our distributors.

Our investing activities in the nine months endegt&mber 30, 2012, resulted in a $109.0 millionuset of cash, consisting of: (1)
$115.7 million related to the acquisition of Congéf) $18.0 million for a loan to SemiSouth (refeNote 15;Transactions With Third Party
in our Notes to Condensed Consolidated Financakstients, for further details) and (3) $12.2 millfor purchases of property and equipm
primarily manufacturing equipment to support owwth, and building improvements in connection vatir research and development facility
in New Jersey. These uses of cash were partidbgiby $36.8 million of proceeds from maturitidsyarketable securities.

Our investing activities in the nine months endegt&mber 30, 2011, resulted in a $45.9 millionuset of cash,
consisting of (1) $16.2 million for purchases odperty and equipment, primarily manufacturing equépt to support our
growth, and building improvements in connectionhvatr research and development facility in Newelgr§2) $6.9 million

44




Table of Contents

paid in relation to the acquisition of QSpeed i1 20(3) $8.0 million in connection with our leageel of credit to SemiSouth and (4) $16.1
million, net, for purchases of held-to maturity @stments. These uses of cash were partially dffs&2.2 million in proceeds from the sale of
capital equipment.

Our financing activities in the nine months endegt®8mber 30, 2012, resulted in net cash proceed$4®? million. Financing
activities consisted primarily of proceeds of $18illion from the issuance of common stock, inchglithe exercise of employee stock options
and the issuance of shares through our employek ptochase plan, partially offset by $4.3 millimn the payment of dividends to
stockholders. Our financing activities in the nmenths ended September 30, 2011, resulted in & $2llion net use of cash. Financing
activities consisted primarily of $35.8 million ftre repurchase of our common stock and $4.3 miftio the payment of dividends to
stockholders. This cash usage was partially offggiroceeds of $18.2 million from the issuancearhmon stock, including the exercise of
employee stock options and the issuance of shiareggh our employee stock purchase plan.

In January 2012, our board of directors continugatldnd payments by declaring four quarterly castidénds in the amount of $0.05
per share to be paid to stockholders of recordeaehd of each quarter in 2012. The first threetgtg dividend payments of approximately
$1.4 million per quarter were made on March 30,201lne 29, 2012, and September 28, 2012, withuhsequent quarterly payment to be
approximately the same amount. The declaratiomgffature cash dividend is at the discretion oftloard of directors and will depend on our
financial condition, results of operations, caprEjuirements, business conditions and other facasrwell as a determination that cash
dividends are in the best interest of our stockéed

In October 2012, our board of directors authoriteduse of $50.0 million for the repurchase of cammon stock. Repurchases are
executed according to pre-defined price/volume glinés set by the board of directors. Authorizatibfuture stock repurchase programs is at
the discretion of the board of directors and wipdnd on our financial condition, results of operst, capital requirements, business condi
as well as other factors.

As of September 30, 2012, we have a contractuaatinn related to income tax, which consisted priihg of unrecognized tax
benefits of approximately $10.3 million. The taxXightion was classified as long-term income taxagable and a portion is recorded in
deferred tax assets in our condensed consolidaiedd® sheet. The settlement period for our incaxdiabilities cannot be determined;
however, they are not expected to be due withimthe year.

In the first quarter of 2011, the IRS informed hattit intended to propose material adjustmentataaxable income for fiscal years
2003 through 2006 related to our intercompany meseand development cost-sharing arrangement dagédassues. In December 2011, we
received an addendum to the notice of proposedtad@nts from the IRS related to our intercompasgaech-and-development cost-sharing
arrangement. In the quarter ended June 30, 201&aehed an agreement with the IRS to settle aitipas and close out the examination of
our income tax returns for the years 2003 throu@t62 Under the agreement, in the third quartei0df22 we made a orténe payment of taxe
and interest totaling approximately $42.4 million.

Though we believe the IRS's position with resped¢he adjustments is inconsistent with applicahlelaw, and that we had a
meritorious defense to our position, we electeddrtept a negotiated agreement that we believe ito the best interests of our stockholders.
The agreement addresses the royalty issue retatmat international tax structure for all tax yeafter 2003 (including the years 2007 - 2009,
which are currently being audited by the IRS). Reart the agreement confirms that the royalty amamgnt between Power Integrations, Inc.
and its foreign subsidiary will conclude on OctoBé&r 2012, resulting in a substantially lower efifextax rate for us in future periods. Also,
the agreement will allow us to repatriate up to%2amillion from our foreign-based subsidiary irute periods without incurring U.S. income
taxes.

There were no other material changes, other tlaadtn the liquidity section above, outside of tindinary course of business in our
contractual commitments reported in our Annual Repon Form 10-K for the year ended December 311201

Our existing cash, cash equivalents and investivedances may change during the year due to chamges planned cash outlays,
including changes in incremental costs such astdined integration costs related to our acquisiti@dur intent is to permanently reinvest our
earnings from foreign operations. In the event fufidm foreign operations are needed, in additiotiné $101.9 million we can repatriate (less
$20.0 million already repatriated as of Septemi®er2B12) in connection with our IRS agreementuiadfoperations in the United States and i
U.S. tax has not already been previously providedywould be required to accrue and pay addition8l. thxes in connection with the
repatriation of any funds.
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If our operating results deteriorate during theagmder of 2012, either as a result of a decreasastomer demand, or severe pricing
pressures from our customers or our competitorfrasther reasons, our ability to generate positiash flow from operations may be
jeopardized. In that case, we may be forced tmuseash, cash equivalents and s-term investments, use our credit agreement or seek
additional financing from third parties to fund aperations. We believe that cash generated fragnatipns, together with existing sources of
liquidity, will satisfy our projected working capitand other cash requirements for at least the I#ermonths.

Recent Accounting Pronouncements

On January 1, 2012, we adopted the following actingmpronouncements:

In May 2011, the Financial Accounting Standardsr8dq&ASB) issued amendments to the FASB Accourtiitesdard Codification
(ASC) relating to fair value measurements, Accountandards Update (ASU) 2011-64jr Value MeasuremenfSC Topic 820. The
amendments clarify the application of existing faitue measurement requirements and results in commeasurement and disclosure
requirements in U.S. GAAP and International FinahBieporting Standards (IFRS). We adopted these@ments in the first quarter of 2012,
and determined that the adoption did not have &mahimpact on our condensed consolidated findistéements.

In June 2011, the FASB issued ASU No. 2011@&mnprehensive IncomeASC Topic 220). This amendment gives an entity two
options to present the total of comprehensive iredime components of net income, and the compoéwther comprehensive income. An
entity can elect to present comprehensive incongétiirer (1) a single continuous statement of comgmsive income, or (2) in two separate bu
consecutive statements. In both choices, an dstigguired to present each component of net incaloveg with total net income, each
component of other comprehensive income along avithtal for other comprehensive income, and a atadunt for comprehensive income.
We adopted this amendment in the first quarteiod®22 and will disclose other comprehensive incoma separate but consecutive statement
following our condensed consolidated statemenisafme.

In September 2011, the FASB issued ASU No. 201TF68ting Goodwill for ImpairmenfASC Topic 350). Under the amendment
this ASU, an entity has the option to first asspsaitative factors to determine whether the eristeof events or circumstances leads to a
determination that it is more likely than not thta fair value of a reporting unit is less thancasrying amount. If, after assessing the totalfty
events or circumstances, an entity determinesnivisnore likely than not that the fair value akporting unit is less than its carrying amount,
then performing the two-step impairment test isagassary. However, if an entity concludes othervtiee it is required to perform the first
step of the two-step impairment test by calculathmgfair value of the reporting unit and compartihg fair value with the carrying amount of
the reporting unit. If the carrying amount of aggng unit exceeds its fair value, then the enityequired to perform the second step of the
goodwill impairment test to measure the amounhefimpairment loss, if any. Under the amendmentki;iASU, an entity also has the option
to bypass the qualitative assessment for any liegautit in any period and proceed directly to perfing the first step of the two-step
goodwill impairment test. An entity may resume penfing the qualitative assessment in any subsequezgitd.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

There has not been a material change in our expasunterest rate risks from that described in20&1 Annual Report on Form 10-

Interest Rate RislOur exposure to market risk for changes in interasts relates primarily to our investment portfoliVe consider
cash invested in highly liquid financial instrumgmtith a remaining maturity of three months or lasthe date of purchase to be cash
equivalents. Investments in highly liquid finandiastruments with maturities greater than three tmeare classified as shaetrm investments
In the first quarter of 2012, we changed our inwvesit policy to allow the sale of long-term and $hierm investments prior to their stated
maturity date. We generally hold securities ungitarity; however, they may now be sold under cart#ticumstances, including, but not
limited to, when necessary for the funding of asijigins and other strategic investments. As a teduhis change in policy we classify our
investment portfolio as available-for-sale as ogpla® held-to-maturity. We invest in high-creditadjty issuers and, by policy, limit the
amount of credit exposure to any one issuer. Asdta our policy, we seek to ensure the safetypardervation of our invested principal fu
by limiting default risk, market risk and reinvestn risk. We mitigate default risk by investingsiafe and high-credit quality securities and by
constantly positioning our portfolio to respond egypiately to a significant reduction in a cregiting of any investment issuer, guarantor or
depository. The portfolio includes only marketagéeurities with active secondary or resale marietacilitate portfolio liquidity. At
September 30, 2012 , and December 31, 2011 , wephieharily cash equivalents and short-term ang{term investments with fixed interest
rates.

Our investment securities are subject to markerast rate risk and will vary in value as markétiiest rates fluctuate. To minimize
market risk, most of our investments subject tokatrisk mature in less than one year, and theegfanarket interest rates were to increase G
decrease by 10% from interest rates as of SepteB@h@012 , or December 31, 2011 , the increasiearease in the fair market value of our
portfolio on these dates would not have been natékie monitor our investments for impairment goesiodic basis. Refer to Note 2,
Summary of Significant Accounting Policider a tabular presentation of our available-falesnvestments and the expected maturity dates.

Foreign Currency Exchange Risks of September 30, 2012 , our primary transactionaency was in U.S. dollars; in addition, we
hold cash in Swiss francs as a result of our agoqnsof Concept. We completed the acquisition oh€ept, which is located in Biel,
Switzerland, in the second quarter of 2012. Inailitkethe assets acquired was cash denominatedigs &wancs, which will be used to fund
Concept operations. Cash balances held in foragntdes are subject to local banking laws and begr higher or lower risk than cash
deposited in the United States. The following reprds the potential impact on our income, befoo®ipion for income tax, of a change in the
value of the U.S. dollar compared to the Swissdras of September 30, 201Zhis sensitivity analysis applies a change inut®@. dollar valu
of 5% and 10%.

September 30, 2012
5% 10%
Swiss Franc foreign exchange impact (in thousahtsS®) $ 15¢  $ 31¢

The foreign exchange rate fluctuation between tt& dollar versus the Swiss franc is recorded liewoincome in our condensed
consolidated statements of income (loss).

We have sales offices in various other foraigantries in which our expenses are denominatéukiocal currency, primary Asia and
Western Europe. From time to time we may enterfioteign currency hedging contracts to hedge aeftaieign currency transactions. As of
September 30, 2012 , and December 31, 2011 , weadidave an open foreign currency hedge progrdiming foreign currency forward
exchange contracts.

Two of our major suppliers, Seiko Epson CorporatmmEpson, and ROHM Lapis Semiconductor Co., lddL apis, have wafer
supply agreements based in U.S. dollars; howeweragreements with Epson and Lapis also allow fotual sharing of the impact of the
exchange rate fluctuation between Japanese yethandlS. dollar. Each year, our management ane thgspliers review and negotiate
pricing; the negotiated pricing is denominated i\ Hollars but is subject to contractual exchamatge provisions. The fluctuation in the
exchange rate is shared equally between Powerraitegs and each of these suppliers.

Nevertheless, as a result of our above-mentionpglisn agreements, our gross margin is influengefiuctuations
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in the exchange rate between the U.S. dollar amdapanese yen. All else being equal, a 10% chiartibe value of the U.S. dollar compared
to the Japanese yen would result in a corresporatiagge in our gross margin of approximately 1 @e&tage point; this sensitivity may
increase or decrease depending on the percentage wiafer supply that we purchase from some ofJapanese suppliers and could subject
our gross profit and operating results to the pidefor material fluctuations.

ITEM 4. CONTROLS AND PROCEDURES

Limitation on Effectiveness of Contrc

Any control system, no matter how well designed aperated, can provide only reasonable assurancetlas tested objectives. The
design of any control system is based in part w@tain assumptions about the likelihood of futewents, and there can be no assurance tha
any design will succeed in achieving its statedgjaader all potential future conditions, regardle§how remote. The inherent limitations in
any control system include the realities that judgta related to decision-making can be faulty, thatireduced effectiveness in controls can
occur because of simple errors or mistakes. Dileet@nherent limitations in a cost-effective cohggstem, misstatements due to error may
occur and may not be detected.

Evaluation of Disclosure Controls and Procedu

Management is required to evaluate our disclosonérals and procedures, as defined in Rule 13ay1B(@er the Securities Exchange
Act of 1934 (the “Exchange Act”). Disclosure congrand procedures are controls and other procedi@sgned to provide reasonable
assurance that information required to be disclasedr reports filed under the Exchange Act, sashhis Quarterly Report on Form 10-Q, is
recorded, processed, summarized and reported withitime periods specified in the Securities archange Commission's rules and forms.
Disclosure controls and procedures include contants procedures designed to provide reasonableasesuthat such information is
accumulated and communicated to our managemehiding our Chief Executive Officer and Chief Final®Officer as appropriate to allow
timely decisions regarding required disclosure.d8lasn our management's evaluation (with the ppgtimn of our principal executive officer
and principal financial officer), our principal exgive officer and principal financial officer haeencluded that our disclosure controls and
procedures (as defined in Rules 13a-15(e) and 5%el Linder the Exchange Act) were effective aniefend of the period covered by this
report.

Changes in Internal Control over Financial Repogin

On May 1, 2012, we completed the acquisition of €&&m. We have not completed integrating Conceptantr systems and control
environment as of September 30, 2012 . We belteakevie have taken the necessary steps to monitomamtain appropriate internal control
over financial reporting during this integratiorhélre were no changes in our internal control owvemicial reporting during the quarter ended
September 30, 2012 , which were identified in catipa with management's evaluation required by gnazh (d) of Rules 13a-15 and 15d-15
under the Exchange Act, that have materially affdctr are reasonably likely to materially affect aernal control over financial reporting.

PART II. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

Information with respect to this item may be foundNote 12| egal Proceedings and Contingencigspur Notes to Condensed
Consolidated Financial Statements included in Réem 1, of this Quarterly Report on Form 10-Qhigh information is incorporated herein
by reference.

ITEM 1A. RISK FACTORS

In addition to the other information in this repptte following factors should be considered cdigfin evaluating our business
before purchasing shares of our stock. The riskmfpour business have not changed substantivefy those discussed in our Annual Report
on Form 10-K for the year ended December 31, 28%é&ept for those risk factors below designatedrbgsterisk (*).

Our quarterly operating results are volatile andfatiult to predict. If we fail to meet the expeatas of public market analysts or
investors, the market price of our common stock degyease significantlyOur net revenues and operating results haved/aigmificantly in
the past, are difficult to forecast, are subjeatumerous factors both within and outside of ourtia, and may fluctuate significantly in the
future. As a result, our quarterly operating resatiuld fall

48




Table of Contents

below the expectations of public market analystsmeestors. If that occurs, the price of our statky decline.

Some of the factors that could affect our operatésylts include the following:

» the demand for our products declining in theanajpd markets we serve, which may occur due tqoetitive factors, supply-chain
fluctuations or changes in macroeconomic conditions

» competitive pressures on selling pric

» the inability to adequately protect or enforce imtellectual property right

e expenses we are required to incur (or choose ta)ime connection with our intellectual properttidations

« reliance on international sales activities for bsgantial portion of our net revenu

» risks associated with acquisitions and strategiestments

» our ability to successfully integrate, or realibe £xpected benefits from, our acquisiti

« fluctuations in exchange rates, particularly thehemge rate between the U.S. dollar and the Japyeesand Swiss frar

» the volume and timing of delivery of orders @eddy us with our wafer foundries and assembly entractors, and their ability to
procure materials;

» our ability to develop and bring to market new protd and technologies on a timely be
» earthquakes, terrorists acts or other disa:

» continued impact of recently enacted changesgaurities laws and regulations, including potémisks resulting from our evaluation
of internal controls under the Sarbanes-Oxley AGGD?2;

» the lengthy timing of our sales cyc

» undetected defects and failures in meeting thetesparifications required by our produ

» the ability of our products to penetrate additiomalrkets

e the volume and timing of orders received from coss

e an audit by the Internal Revenue Service, ferdl years 20072009

e our ability to attract and retain qualified persel;

« changes in environmental laws and regulationsudiol with respect to energy consumption and ckntditange; ar

e interruptions in our information technology syste

If demand for our products declines in our majod enarkets, our net revenues will decreasdimited number of applications of our

products, such as cellphone chargers, standby pmypglies for PCs, and power supplies for homeiappds make up a significant percentage
of our net revenues. We expect that a significavell of our net revenues and operating resultsogiitinue to be dependent upon these
applications in the near term. The demand for tipesducts has been highly cyclical and has beemétepl by economic downturns in the p
Any economic slowdown in the end markets that weeseould cause a slowdown in demand for our ICBekVour customers are not
successful in maintaining high levels of demandif@ir products, their demand for our ICs decreasbgh adversely affects our operating
results. Any significant downturn in demand in #hesarkets would cause our net revenues to dedalideauld cause the price of our stock to

fall.

Intense competition in the high-voltage power syjpdiustry may lead to a decrease in our averadjsgeprice and
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reduced sales volume of our produdtle high-voltage power supply industry is intenssynpetitive and characterized by significant price
sensitivity. Our products face competition fromeatative technologies, such as linear transfornuissrete switcher power supplies, and othe
integrated and hybrid solutions. If the price ofeting solutions decreases significantly, the effetctiveness of our products will be
adversely affected. If power requirements for aggtlons in which our products are currently utifizgo outside the cost-effective range of our
products, some of these alternative technologieseaused more cost effectively. In addition, aspaients expire, our competitors could
legally begin using the technology covered by tkgired patents in their products, potentially iregi|g the performance of their products
and/or decreasing the cost of their products, whiely enable our competitors to compete more effelgti Our current patents may or may not
inhibit our competitors from getting any benefidrin an expired patent. Our U.S. patents have eigirafates ranging from 2012 to 2029. We
cannot assure that our products will continue topete favorably or that we will be successful ia thce of increasing competition from new
products and enhancements introduced by existingpetitors or new companies entering this market.béleve our failure to compete
successfully in the highieltage power supply business, including our aptlitintroduce new products with higher averagéragprices, woul
materially harm our operating results.

If we are unable to adequately protect or enforaeiatellectual property rights, we could lose matrishare, incur costly litigation
expenses, suffer incremental price erosion or \@deable assets, any of which could harm our openatand negatively impact our
profitability. Our success depends upon our ability to continueeminological innovation and protect our inteliled property, including
patents, trade secrets, copyrights and khow- We are currently engaged in litigation to eoéoour intellectual property rights, and assod
expenses have been, and are expected to remaatjahahd have adversely affected our operatingltsesVe cannot assure that the steps we
have taken to protect our intellectual propertyl bl adequate to prevent misappropriation, orakfadrs will not develop competitive
technologies or products. From time to time, weehi@ceived, and we may receive in the future, comaations alleging possible infringem
of patents or other intellectual property rightotiers. Costly litigation may be necessary to exd@ur intellectual property rights or to deft
us against claimed infringement. The failure toagbnecessary licenses and other rights, andigatibn arising out of infringement claims
could cause us to lose market share and harm simdss.

As our patents expire, we will lose intellectuabperty protection previously afforded by those ptteAdditionally, the laws of some
foreign countries in which our technology is or niayhe future be licensed may not protect ourliettual property rights to the same exter
the laws of the United States, thus limiting thetections applicable to our technology.

If we do not prevail in our litigation, we will havexpended significant financial resources, podigtivithout any benefit, and may
also suffer the loss of rights to use some teclyiedo We are currently involved in a number of patetigdition matters and the outcome of the
litigation is uncertain. See Note liegal Proceedings and Contingencijés our Notes to Consolidated Financial StatemeRts example, in
one of our patent suits the infringing company xesn found to infringe four of our patents. Desghiefavorable court finding, the infringing
party filed an appeal to the damages awarded.dthan matter, we are being sued for patent infrimgiet in China, where the outcome of
litigation can be more uncertain than in the Uni#dtes. Should we ultimately be determined tmfyenging on another party's patents, or if
an injunction is issued against us while litigatisqpending on those claims, such result could lewvadverse impact on our ability to sell
products found to be infringing, either directlyindirectly. In the event of an adverse outcome may be required to pay substantial dami
stop our manufacture, use, sale, or importationfahging products, or obtain licenses to the lietetual property we are found to have
infringed. We have also incurred, and expect ttinoe to incur, significant legal costs in condgtthese lawsuits, including the appeal of
case we won, and our involvement in this litigatiord any future intellectual property litigationubd adversely affect sales and divert the
efforts and attention of our technical and managemersonnel, whether or not such litigation isohesd in our favor. Thus, even if we are
successful in these lawsuits, the benefits ofghixess may fail to outweigh the significant legedts we will have incurred.

Our international sales activities account for éstantial portion of our net revenues, which sutgjers to substantial riskSales to
customers outside of the Americas account for,henek accounted for a large portion of our net reesnincluding approximately 95% of our
net revenues for nine months ended September 3@, ,2nd 96% of our net revenues for the year ebésmeémber 31, 2011. If our
international sales declined and we were unabiect@ase domestic sales, our revenues would demtideour operating results would be
harmed. International sales involve a number d&rts us, including:

» potential insolvency of international distribut@nsd representative

» reduced protection for intellectual property rigimtsome countrie
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» the impact of recessionary environments in econsmigside the United Stat
» tariffs and other trade barriers and restricti
» the burdens of complying with a variety of foreigmd applicable U.S. Federal and state laws

« foreigncurrency exchange ris

Our failure to adequately address these risks amadce our international sales and materially aaheersely affect our operating
results. Furthermore, because substantially aluofforeign sales are denominated in U.S. dollatseases in the value of the dollar cause the
price of our products in foreign markets to ris@king our products more expensive relative to cdmperoducts priced in local currencies.

We are exposed to risks associated with acquisitiord strategic investment8/e have made, and in the future intend to make,
acquisitions of, and investments in, companiedirtelogies or products in existing, related or nearkats such as Concept. Acquisitions
involve numerous risks, including but not limited t

« inability to realize anticipated benefits, whichyr@ccur due to any of the reasons described balovar other unanticipated reasc

» the risk of litigation or disputes with custoregsuppliers, partners or stockholders of an attgngarget arising from a proposed or
completed transaction;

e impairment of acquired intangible assets anddgadlbas a result of changing business conditi®@shnological advancements or
worse-than-expected performance, which would aéheeffect our financial results; and

e unknown, underestimated and/or undisclosed commitsnéabilities or issues not discovered in oue diligence of such transactic

We also in the future may have strategic relatigrsstvith other companies, which may decline in eadmd/or not meet desired
objectives. The success of these strategic rekttipa depends on various factors over which we maag limited or no control and requires
ongoing and effective cooperation with strategidmpers. Moreover, these relationships are oftéguildl, such that it may be difficult or
impossible for us to monetize such relationships.

Our inability to successfully integrate, or realittee expected benefits from, our acquisitions cawlgersely affect our result®ve
have made, and in the future intend to make, aituis of other businesses, such as Concept, atfidtése acquisitions there is a risk that
integration difficulties may cause us not to reakxpected benefits. The success of the acquisitionld depend, in part, on our ability to
realize the anticipated benefits and cost saviifigsy) from combining the businesses of the aaguzompanies and our business, which may
take longer to realize than expected.

*Fluctuations in exchange rates, particularly thechange rate between the U.S. dollar and the Jagmpen and Swiss franc, may
impact our gross margin and net incom@ur exchange rate risk related to the Japanasagkides two of our major suppliers, Epson and
Lapis, that have wafer supply agreements basedSnddllars; however, our agreements with EpsonLamis also allow for mutual sharing of
the impact of the exchange rate fluctuation betwlsganese yen and the U.S. dollar. Each year, anagement and these suppliers review
negotiate pricing; the negotiated pricing is denmated in U.S. dollars but is subject to contractxahange rate provisions. The fluctuation in
the exchange rate is shared equally between Paowegrations and each of these suppliers. We coetptee acquisition of Concept in the
second quarter of 2012, which is located in Bigljt&erland. Included in the assets acquired wak dasominated in Swiss francs, which will
be used to fund Concept operations. The foreighaxge rate fluctuation between the U.S. dollarugethe Swiss franc is recorded in other
income in our condensed consolidated statemernt&oime, and material unfavorable exchange ratéuaimns with the Swiss franc could
negatively impact our net income.

We depend on third-party suppliers to provide uhwiafers for our products and if they fail to pide us sufficient quantities of
wafers, our business may suffée have supply arrangements for the productiomadérs with Lapis, Renesas, X-FAB and Epson. Our
contracts with these suppliers expire in April 20A8gust 2014, December 2012 and December 2020ectgely. Although some aspects of
our relationships with Lapis, Renesas, X-FAB anddfpare contractual, many
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important aspects of these relationships depernti@incontinued cooperation. We cannot assurevtlawill continue to work successfully w
Lapis, Renesas, X-FAB and Epson in the future,thatthe wafer foundries' capacity will meet oued® Additionally, one or more of these
wafer foundries could seek an early terminationwfwafer supply agreements. Any serious disrugtiche supply of wafers from Lapis,
Renesas, X-FAB or Epson could harm our businesseStimate that it would take 12 to 24 months fromtime we identified an alternate
manufacturing source to produce wafers with actdptamanufacturing yields in sufficient quantitiesnheet our needs.

Although we provide our foundries with rolling fa@sts of our production requirements, their abilitprovide wafers to us is
ultimately limited by the available capacity of tafer foundry. Any reduction in wafer foundry cajig available to us could require us to |
amounts in excess of contracted or anticipated atsdor wafer deliveries or require us to make pttencessions to meet our customers'
requirements, or may limit our ability to meet derdor our products. Further, to the extent denfandur products exceeds wafer foundry
capacity, this could inhibit us from expanding business and harm relationships with our custonferg.of these concessions or limitations
could harm our business.

If our third-party suppliers and independent sulb@artors do not produce our wafers and assemblérosined products at acceptable
yields, our net revenues may decline. We deperidaependent foundries to produce wafers, and imigrg subcontractors to assemble
test finished products, at acceptable yields ardktiver them to us in a timely manner. The failafehe foundries to supply us wafers at
acceptable yields could prevent us from sellingmoducts to our customers and would likely caudedine in our net revenues and gross
margin. In addition, our IC assembly process regguour manufacturers to use a high-voltage moldamgpound that has been available from
only a few suppliers. These compounds and theripé processing conditions require a more exadivel of process control than normally
required for standard IC packages. Unavailabilftpssembly materials or problems with the assempiigess can materially and adversely
affect yields, timely delivery and cost to manutaet We may not be able to maintain acceptablelyiiel the future.

In addition, if prices for commodities used in guoducts increase significantly, raw material cogtsild increase for our suppliers
which could result in an increase in the pricessuppliers charge us. To the extent we are nottalpass these costs on to our customers; thi
would have an adverse effect on our gross margins.

If our efforts to enhance existing products andadtice new products are not successful, we mapaable to generate demand for
our products Our success depends in significant part uporability to develop new ICs for high-voltage powengersion for existing and
new markets, to introduce these products in a timmenner and to have these products selected sigrdanto products of leading
manufacturers. New product introduction schedutessabject to the risks and uncertainties thaichlhi accompany development and delivery
of complex technologies to the market place, inicigghroduct development delays and defects. Ifailed develop and sell new products in a
timely manner then our net revenues could decline.

In addition, we cannot be sure that we will be dbladjust to changing market demands as quicldycast-effectively as necessary to
compete successfully. Furthermore, we cannot askatave will be able to introduce new products itimely and cost-effective manner or in
sufficient quantities to meet customer demand at these products will achieve market acceptanaef&ilure, or our customers' failure, to
develop and introduce new products successfullyimadimely manner would harm our business. Initaad customers may defer or return
orders for existing products in response to thm¢hiction of new products. When a potential liapiéxists we will maintain reserves for
customer returns, however we cannot assure thse tleserves will be adequate.

In the event of an earthquake, terrorist act oresttisaster, our operations may be interrupted andbusiness would be harmeaur
principal executive offices and operating faciktigre situated near San Francisco, Californianaost of our major suppliers, which are wafer
foundries and assembly houses, are located in Hrabkave been subject to severe earthquakesasutdpan. Many of our suppliers are also
susceptible to other disasters such as tropicahstayphoons or tsunamis. In the event of a disastich as the recent earthquake and tsunar
in Japan, we or one or more of our major supplieay be temporarily unable to continue operatiortsrany suffer significant property
damage. Any interruption in our ability or thatafr major suppliers to continue operations couldythe development and shipment of our
products and have a substantial negative impaouofinancial results.

Securities laws and regulations, including poteintisk resulting from our evaluation of internal mvols under the Sarbanes-Oxley
Act of 2002, will continue to impact our rest. Complying with the requirements of the SarbangkepAct of 2002 and NASDAQ's
conditions for continued listing have imposed digant legal and financial compliance costs, arelexpected to continue to impose signific
costs and management burden on us. These rulesg@uldtions also may make it more expensive fdousbtain director and officer liability
insurance, and we may be required to accept reduced
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coverage or incur substantially higher costs t@iobtoverage. These rules and regulations coutdrake it more difficult for us to attract and
retain qualified executive officers and memberswfboard of directors, particularly qualified mesnbto serve on our audit committee.
Further, the rules and regulations under the Dieiddk Wall Street Reform and Consumer Protectior) ihich became effective in 2011, nr
impose significant costs and management burderson u

Additionally, because these laws, regulations daddards promulgated by the Sarbanes-Oxley Actlam@®odd-Frank Act are
expected to be subject to varying interpretatitimsiy application in practice may evolve over timeenew guidance becomes available. This
evolution may result in continuing uncertainty retjag compliance matters and additional costs ret@ed by ongoing revisions to our
disclosure and governance practices.

Because the sales cycle for our products can bgthenwe may incur substantial expenses beforeamergte significant revenues, if
any.Our products are generally incorporated into aarast's products at the design stage. However, mastdecisions to use our products,
commonly referred to as design wins, can oftenirequis to expend significant research and develop@yed sales and marketing resources
without any assurance of success. These signifiesearch and development and sales and marketngnces often precede volume sales, if
any, by a year or more. The value of any designwiinargely depend upon the commercial succeshefcustomer's product. We cannot
assure that we will continue to achieve design winthat any design win will result in future rewes. If a customer decides at the design ¢
not to incorporate our products into its produa, may not have another opportunity for a designwith respect to that product for many
months or years.

Our products must meet exacting specifications, ardktected defects and failures may occur which caase customers to return
stop buying our product©ur customers generally establish demanding spatifins for quality, performance and reliabilitpdaour products
must meet these specifications. ICs as complelasetwe sell often encounter development delaysraydcontain undetected defects or
failures when first introduced or after commencenafértommercial shipments. We have from time toetim the past experienced product
quality, performance or reliability problems. Iffdets and failures occur in our products, we caxperience lost revenue, increased costs,
including warranty expense and costs associatddaugtomer support and customer expenses, delayscancellations or rescheduling of
orders or shipments and product returns or disgpamty of which would harm our operating results.

If our products do not penetrate additional marketsr business will not grow as we exp&¥e believe that our future success
depends in part upon our ability to penetrate &mttid markets for our products. We cannot assuaewie will be able to overcome the
marketing or technological challenges necessapet®trate additional markets. To the extent thanapetitor penetrates additional markets
before we do, or takes market share from us iregigting markets, our net revenues and financiatlitin could be materially adversely
affected.

We do not have long-term contracts with any of@stomers and if they fail to place, or if they oalmor reschedule orders for our
products, our operating results and our businesy sdfer.Our business is characterized by short-term custontiers and shipment
schedules, and the ordering patterns of some dboge customers have been unpredictable in thieapaswill likely remain unpredictable in
the future. Not only does the volume of units oedelby particular customers vary substantially fygeniod to period, but also purchase orders
received from particular customers often vary saislly from early oral estimates provided by tha@sistomers for planning purposes. In
addition, customer orders can be canceled or restde without significant penalty to the customarthe past, we have experienced custome
cancellations of substantial orders for reasonsi@wur control, and significant cancellations doatcur again at any time. Also, a relatively
small number of distributors, OEMs and merchantguosupply manufacturers account for a significantipn of our revenues. Specifically,
our top ten customers, including distributors, artted for 65% of our net revenues in the nine noetided September 30, 2012 , and 62% o
our net revenues for the year ended December 31, 2bwever, a significant portion of these revenaie attributable to sales of our prodi
through distributors of electronic components. Ehéistributors sell our products to a broad, digeesge of end users, including OEMs and
merchant power supply manufacturers, which mitig#te risk of customer concentration to a largeeg

*The IRS is auditing us for fiscal years 2007 tlgh2009. If the IRS challenges any of the tax positwe have taken and we are not
successful in defending our positions, we may ligaibd to pay additional taxes, as well as peraltand interest, and may also have a highe
effective income tax rate in the futu@ur operations are subject to income and transatdices in the United States and in multiple faneig
jurisdictions and to review or audit by the IRS atate, local and foreign tax authoriti

We must attract and retain qualified personneléoshiccessful and competition for qualified persbmmimtense in our marke©ur
success depends to a significant extent upon thiénced service of our executive officers and otteyr
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management and technical personnel, and on outyabilcontinue to attract, retain and motivatelieal personnel, such as experienced
analog design engineers and systems applicatigrisesrs. The competition for these employees eng#, particularly in Silicon Valley. The
loss of the services of one or more of our engmerecutive officers or other key personnel cdwddin our business. In addition, if one or
more of these individuals leaves our employ, andareeunable to quickly and efficiently replace #nasdividuals with qualified personnel who
can smoothly transition into their new roles, ousibess may suffer. We do not have long-term enmpémyt contracts with, and we do not have
in place key person life insurance policies on, ahgur employees.

Changes in environmental laws and regulations mayeiase our costs related to obsolete productaiimegisting inventory
Changing environmental regulations and the timetébimplement them continue to impact our custairdgmand for our products. As a
result there could be an increase in our invendiigolescence costs for products manufactured fariour customers' adoption of new
regulations. Currently we have limited visibilitytdo our customers' strategies to implement theaagihg environmental regulations into their
business. The inability to accurately determinecustomers' strategies could increase our invertosys related to obsolescence.

Interruptions in our information technology systerosild adversely affect our busine®ge rely on the efficient and uninterrupted
operation of complex information technology systeand networks to operate our business. Any sigmitisystem or network disruption,
including but not limited to new system implemeittas, computer viruses, security breaches, or ertdegkouts could have a material advi
impact on our operations, sales and operatingteedlfle have implemented measures to manage osrratited to such disruptions, but such
disruptions could still occur and negatively impaat operations and financial results. In additiwe,may incur additional costs to remedy any
damages caused by these disruptions or securiagihes.

Like other U.S. companies, our business and opgradisults are subject to uncertainties arisingpbetonomic consequences of
current and potential military actions or terroastivities and associated political instabilitpdathe impact of heightened security concerns or
domestic and international travel and commerces&hmcertainties could also lead to delays or diaticms of customer orders, a general
decrease in corporate spending or our inabilitgftectively market and sell our products. Any aégb results could substantially harm our
business and results of operations, causing a@®&eia our revenues.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES ANDSE OF PROCEEDS

In October 2012, our board of directors authoriteduse of $50.0 million for the repurchase of tammon stock. Repurchases are
executed according to poefined price/volume guidelines set by the boardidctors. Authorization of future stock repurcag@sograms are
the discretion of the board of directors and wépdnd on our financial condition, results of operat, capital requirements, business condi
as well as other factors.

ITEM 5. OTHER INFORMATION

Comprehensive Income

In June 2011, the Financial Accounting Standardsr&8¢‘FASB”) issued Accounting Standards UpdateSUWX) No. 2011-05,
Presentation of Comprehensive Inca, which requires companies to present the compsrantet income and other comprehensive income
either in a single continuous statement or in tejgagate but consecutive statements. ASU No. 201dli®fnates the option to present
components of other comprehensive income as péeddtatement of changes in stockholders' egii®y) No. 2011-05 does not change the
items which must be reported in other compreherigis@me, how such items are measured or when thesy be reclassified to net income.
Additionally, ASU No. 2011-05 does not affect thadaulation or reporting of earnings per share. AR105 is effective for reporting perioi
beginning after December 15, 2011. In December 2EIFASB issued ASU No. 2011-12pomprehensive Income (Topic 220): Deferral of
the Effective Date for Amendments to the Presemtatf Reclassifications of Items Out of Accumul&éter Comprehensive Income in
Accounting Standards Update No. 2-05. ASU No. 2011-12 defers the changes in ASU No 1208 that pertain to how, when and where
reclassification adjustments are presented. Wetaddhese ASUs retrospectively effective JanuaB012, and elected to present
comprehensive income in a separate statement inategdfollowing the condensed consolidated statemehincome (loss). The adoption had
no effect on our financial position, results of md®ns or cash flows. The impact of the adoptmpreviously issued consolidated financial
statements is the presentation of comprehensiwriadn a separate statement as follows:
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Year Ended
December 31,
2011 2010 2009

Net income $ 34,29 $ 49,46 $ 23,26¢
Other comprehensive income, net of tax
Foreign currency translation adjustments (39) 81 61
Total other comprehensive income (35 81 61
Total comprehensive income $ 34,25¢ $ 49,54t §  23,33(

ITEM 6. EXHIBITS

See the Exhibit Index immediately following thersgure page to this Quarterly Report on Form 18ch is incorporated by
reference here.
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly caussdréport to be signed on its behalf

the undersigned thereunto duly authorized.

Dated: October 30, 2012
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By:

/s/ SANDEEP N AYYAR

Sandeep Nayyar

Chief Financial Officer (Duly Authorized Officer dn
Principal Financial Officer and Chief Accounting
Officer)
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101.SCH

101.CAL

101.DEF
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INDEX TO EXHIBITS
DESCRIPTION

Share Purchase Agreement, dated March 30, 201ahdpetween Heinz Ruedi, Power Integrations Nethdd B.V. and
Power Integrations Limited regarding shares of @ph@eteiligungen AG and CT-Concept Holding AG. (fad with the
SEC as Exhibit 2.01 to our Current Report on Fofkh@ May 7, 2012, SEC File No. 000-23441.)*

Restated Certificate of Incorporation. (As filedtwihe SEC as Exhibit 3.1 to our Annual Report omi10K on February 2¢€
2012, SEC File No. 000-23441.)

Amended and Restated Bylaws. (As filed with the SEEE&xhibit 3.1 to our Current Report on Form 8+KJanuary 30, 2012,
SEC File No. 000-23441.)

Reference is made to Exhibits 3.1 and 3.2.

Credit Agreement, dated July 5, 2012, by and betviRewver Integrations, Inc., Union Bank N.A. and 1&/&largo Bank,
National Association

Description of Director Equity Compensation Program

Certification of Chief Executive Officer pursuant$ection 302 of the Sarbanes-Oxley Act of 2002.
Certification of Chief Financial Officer pursuant $ection 302 of the Sarbanes-Oxley Act of 2002.
Certification of Chief Executive Officer pursuant$ection 906 of the Sarbanes-Oxley Act of 2002.**
Certification of Chief Financial Officer pursuawnt $ection 906 of the Sarbanes-Oxley Act of 2002.**
XBRL Instance Document

XBRL Taxonomy Extension Schema Document

XBRL Taxonomy Extension Calculation LinldgaDocument

XBRL Taxonomy Extension Definition Linklea®ocument

XBRL Taxonomy Extension Label Linkbase Dogent

XBRL Taxonomy Extension Presentation LageoDocument

All references in the table above to previouslgdidocuments or descriptions are incorporatingethimeuments and descriptions by
reference thereto.

*  Confidential treatment has been granted fatipos of this exhibit.

** The certifications attached as Exhibits 32.H&®2.2 accompanying this Form 10-Q, are not deditestiwith the SEC, and are not to
be incorporated by reference into any filing of Rowtegrations, Inc. under the Securities Act@33, as amended, or the Securities
Exchange Act of 1934, as amended, whether madeebefafter the date of this Form 10-Q, irrespecti¥ any general incorporation
language contained in such filing.
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Exhibit 10.1

CREDIT AGREEMENT

THIS CREDIT AGREEMENT (this “ Agreement ") is entered into as of July 5, 2012 (the “ Closing Date "), by and
among POWER INTEGRATIONS, INC., a Delaware corporation (“ Borrower "), UNION BANK, N.A. (* Union Bank "),
WELLS FARGO BANK, NATIONAL ASSOCIATION (“ Wells Fargo ") each of the other financial institutions, if any,
listed on Schedule 1 hereto, as amended from time to time (collectively, including Wells Fargo in its capacity as a
lender hereunder, the “ Lenders "), Wells Fargo, as administrative agent for the Lenders (in such capacity, “ Agent ")
and Union Bank as Co-Lead Arranger and Syndication Agent.

RECITALS

Borrower has requested that Lenders extend or continue credit to Borrower as described below, and Lenders
have agreed to provide such credit to Borrower on the terms and conditions contained herein.

NOW, THEREFORE, for valuable consideration, the receipt and sufficiency of which are hereby acknowledged,
the parties hereto hereby agree as follows:

ARTICLE |
CREDIT TERMS

SECTION 1.1. LINE OF CREDIT.

(@) Line of Credit . Subject to the terms and conditions of this Agreement, each Lender hereby severally
agrees to make advances (each such advance, a “ Line of Credit Advance ") to Borrower from time to time up to and
including July 5, 2015 (the * Maturity Date "), provided that, after giving effect to any Line of Credit Advance: (A) the
sum of (1) the Outstanding Amount of all Line of Credit Advances plus (2) the Outstanding Amount of all Letter of Credit
Obligations shall not exceed One Hundred Million Dollars ($100,000,000.00) (“ Line of Credit ") and (B) the sum of
(1) the aggregate Outstanding Amount of Line of Credit Advances of any Lender plus (2) such Lender's pro rata share
(as set forth on Schedule 1 hereto, as amended from time to time) (* Pro Rata Share ”) multiplied by the Outstanding
Amount of all Letter of Credit Obligations shall not exceed such Lender's line of credit commitment (as set forth on
Schedule 1 hereto, as amended from time to time) (* Commitment ”). The proceeds of the Line of Credit shall be used
to refinance all indebtedness outstanding under that certain Credit Agreement, dated as of February 22, 2011, by and
between Borrower and Wells Fargo, and for Borrower's general corporate purposes. Line of Credit Advances may be
Prime Rate Loans or LIBOR Rate Loans, as further provided herein. Borrower may from time during the term of the
Line of Credit borrow, partially or wholly repay its outstanding borrowings, and reborrow, subject to all of the limitations,
terms and conditions contained herein.

As used herein, the term “ Qutstanding Amount ” means, (a) with respect to any Line of Credit Advances
on any date, the aggregate outstanding principal amount thereof after giving effect to any Line of Credit
Advances and prepayments or repayments of such Line of Credit Advances, as the case may be,
occurring on such date; and (b) with respect to any Letter of Credit Obligations on any date, the amount
of Letter of Credit Obligations on such date after giving effect to any issuance of any Letter of Credit, the
extension of the expiry date of any Letter of Credit or the increase of the amount of any Letter of Credit
on such date and any other changes in the aggregate amount of the Letter of Credit Obligations as of
such date, including as a result of any reimbursements by Borrower of Unreimbursed Amounts.

As used herein, the term “ Letter of Credit Obligations " means, at any time, the sum of: (a) the
aggregate amount available to be drawn under all outstanding Letters of Credit; plus (b) the
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aggregate amount of all Letter of Credit Borrowings including all Unreimbursed Amounts. For purposes
of computing the amount available to be drawn under any Letter of Credit, the amount of such Letter of
Credit shall be deemed to be the stated amount of such Letter of Credit in effect at such time; provided
that, with respect to any Letter of Credit that, by its terms or the terms of any document related thereto,
provides for one or more automatic increases in the stated amount thereof, the amount of such Letter of
Credit shall be deemed to be the maximum stated amount of such Letter of Credit after giving effect to
all such increases, whether or not such maximum stated amount is in effect at such time. For all
purposes of this Agreement, if at any time of determination a Letter of Credit has expired by its terms but
any amount may still be drawn thereunder by reason of the operation of Rule 3.14 of the “International
Standby Practices 1998” published by the Institute of International Banking Law & Practice (or such later
version as may be in effect, to the extent expressly agreed to by Letter of Credit Issuer), such Letter of
Credit shall be deemed to be “outstanding” in an amount equal to the amount remaining available to be
drawn.

As used herein, the term “ Letter of Credit Borrowings " means, an extension of credit resulting from a
drawing under any Letter of Credit that has not been reimbursed on the date when made or refinanced
as a Line of Credit Advance.

As used herein, the term “ Unreimbursed Amounts " means, with respect to any Letter of Credit, any
amount drawn thereunder that Borrower has failed to reimburse to Letter of Credit Issuer by 11:00 a.m.
on the related date of any payment by Letter of Credit Issuer thereunder.

As used herein, the term “ Type " means, with respect to any Line of Credit Advance, its character as a
Prime Rate Loan or a LIBOR Rate Loan.

As used herein, the term “ Prime Rate Loan " means a Line of Credit Advance that bears interest based
upon the Prime Rate.

As used herein, the term “ Prime Rate " means at any time the rate of interest most recently announced
within Wells Fargo at its principal office as its Prime Rate, with the understanding that the Prime Rate is
one of Wells Fargo's base rates and serves as the basis upon which effective rates of interest are
calculated for those loans making reference thereto, and is evidenced by the recording thereof after its
announcement in such internal publication or publications as Wells Fargo may designate.

As used herein, the term “ LIBOR Rate Loan " means a Line of Credit Advance that bears interest based
upon LIBOR.

As used herein, the term “ LIBOR " means the rate per annum (rounded upward, if necessary, to the
nearest 1/8 of 1%) and determined pursuant to the following formula:

LIBOR = Base LIBOR
100% - LIBOR Reserve Percentage

As used herein, the term “ Base LIBOR " means the rate per annum for United States dollar deposits
guoted by Agent as the Inter-Bank Market Offered Rate, with the understanding that such rate is quoted
by Agent for the purpose of calculating rates of interest for loans making reference thereto, on the first
day of a Fixed Rate Term for delivery of funds on said date for a period of time approximately equal to
the number of days in such Fixed Rate Term and in
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an amount approximately equal to the principal amount to which such Fixed Rate Term applies.
Borrower understands and agrees that Agent may base its quotation of the Inter-Bank Market Offered
Rate upon such offers or other market indicators of the Inter-Bank Market as Agent, in its discretion,
deems appropriate including, but not limited to, the rate offered for United States dollar deposits on the
London Inter-Bank Market.

As used herein, the term “ LIBOR Reserve Percentage " means the reserve percentage prescribed by
the Board of Governors of the Federal Reserve System (or any successor thereto) for “Eurocurrency
Liabilities” (as defined in Regulation D of the Federal Reserve Board, as amended), adjusted by Agent
for expected changes in such reserve percentage during the applicable Fixed Rate Term.

As used herein, the term “ Fixed Rate Term " means a period commencing on a Business Day and
continuing for one (1), three (3), or six (6) months, as designated by Borrower, during which all or a
portion of the outstanding principal balance of any Line of Credit Advance bears interest as a LIBOR
Rate Loan; provided , that no Fixed Rate Term shall extend beyond the Maturity Date. If any Fixed Rate
Term would end on a day that is not a Business Day, then such Fixed Rate Term shall be extended to
the next succeeding Business Day.

As used herein, the term “ Business Day " means any day except Saturday, Sunday or any other day on
which commercial banks in California are authorized or required by law to close.

(b)  Procedures for Borrowing .

() Each Line of Credit Advance, each conversion of Line of Credit Advances from one Type to the
other and each continuation of LIBOR Rate Loans shall be made upon Borrower's irrevocable notice to Agent,
which may, subject to the provisions of Section 8.2 , be given by telephone or by approved electronic
communication. Each such notice must be received by Agent not later than 11:00 a.m.: (i) three (3) Business
Days prior to the requested date of any Line of Credit Advance of, conversion to or continuation of LIBOR Rate
Loans or of any conversion of LIBOR Rate Loans to Prime Rate Loans; and (ii) one (1) Business Day prior to
the requested date of any Line of Credit Advance of Prime Rate Loans. Notwithstanding anything to the contrary
contained herein, but subject to the provisions of Section 8.2 , any telephonic notice or other electronic
communication by Borrower pursuant to this Section 1.1(b)(i) may be given by an individual who has been
authorized in writing to do so by an appropriate responsible officer of Borrower. Each such telephonic notice or
other electronic communication must be confirmed promptly by delivery to Agent of a written loan notice,
appropriately completed and signed by an appropriate responsible officer of Borrower before the time of funding
by any Lender.

(i)  Each Line of Credit Advance of, conversion to or continuation of LIBOR Rate Loans shall be in a
principal amount of $1,000,000.00 or a whole multiple of $100,000.00 in excess thereof. Except as provided in
Section 1.2(c) and Section 1.3(c) each borrowing of any Line of Credit Advance consisting of Prime Rate
Loans of or conversion to Prime Rate Loans shall be in a principal amount of $1,000,000.00 or a whole multiple
of $100,000.00 in excess thereof.

(i)  Each loan notice (whether telephonic or written) shall specify: (A) whether Borrower is requesting:
(1) a Line of Credit Advance; (2) a conversion of outstanding Line of Credit Advances from one Type to the
other; or (3) a continuation of LIBOR Rate Loans; (B) the requested date (which shall be a Business Day) of
such borrowing, conversion or continuation, as the case may be; (C) the principal amount of the Line of Credit
Advance to be borrowed, converted or continued; (D) the Type of Line of Credit Advance to be borrowed or to
which existing Line of Credit Advances are to be converted; and (E) if applicable, the duration of the Fixed Rate
Term with respect thereto. If Borrower fails to specify a Type of Line of Credit Advance in a loan notice or if
Borrower fails to give a timely notice requesting a conversion or continuation, then the applicable Line of Credit
Advance(s) shall




be made as, or converted to, Prime Rate Loans. Any such automatic conversion to Prime Rate Loans shall be
effective as of the last day of the Fixed Rate Term then in effect with respect to the applicable LIBOR Rate
Loans. If Borrower requests a borrowing of, conversion to, or continuation of LIBOR Rate Loans in any such
loan notice, but fails to specify a Fixed Rate Term, it will be deemed to have specified a Fixed Rate Term of one
(1) month.

(iv) Following receipt of a loan notice, Agent shall promptly notify each applicable Lender of the
amount of its applicable Pro Rata Share of the requested Line of Credit Advances. If Borrower does not timely
provide notice of a conversion or continuation, then Agent shall notify each applicable Lender of the details of
any automatic conversion to Prime Rate Loans described in the preceding subsection. Each Lender shall make
the amount of its applicable Pro Rata Share of the Line of Credit Advance available to Agent in immediately
available funds at the office designated by Agent to each Lender (the “ Agent's Office ") not later than 1:00 p.m.
on the Business Day specified in the applicable loan notice. Upon satisfaction of the applicable conditions set
forth in Section 3.2 (and, in connection with the initial Line of Credit Advance, Section 3.1 ), Agent shall make
all funds so received available to Borrower in like funds as received by Agent either by: (A) crediting the account
of Borrower on the books of Wells Fargo with the amount of such funds; or (B) wire transfer of such funds, in
each case in accordance with instructions provided to (and reasonably acceptable to) Agent by Borrower;
provided that, if, on the date the loan notice with respect to such Line of Credit Advance is given by Borrower,
there are Letter of Credit Borrowings outstanding, then the proceeds of such Borrowing shall be applied, first, to
the payment in full of any such Letter of Credit Borrowings and, second , to Borrower as provided in this
subsection.

(v) Except as otherwise provided herein, a LIBOR Rate Loan may be continued or converted only on
the last day of an Fixed Rate Term for such LIBOR Rate Loan. During the existence of an Event of Default:
() no Line of Credit Advances may be requested as, converted to or continued as LIBOR Rate Loans without
the consent of Required Lenders; and (ii) Required Lenders may demand that any or all of the then outstanding
Line of Credit Advances that are LIBOR Rate Loans be converted immediately to Prime Rate Loans, whereupon
Borrower shall pay any amounts due under Section 1.4(c) in accordance with the terms thereof due to any such
conversion.

As used herein, the term “ Required Lenders " means, (i) any time there are only two Lenders, all
Lenders, and (ii) any time there are more than two Lenders, Lenders holding Commitments in excess of
66.67% of the aggregate Commitments; provided that the Commitments of any Defaulting Lender shall
be excluded for purposes of making a determination of Required Lenders.

(vi)  Agent shall promptly notify Borrower and the applicable Lenders of the interest rate applicable to
any Fixed Rate Term for LIBOR Rate Loans upon determination of such interest rate.

(vii)  After giving effect to all Line of Credit Advances, all conversions of Line of Credit Advances from
one Type to the other, and all continuations of Line of Credit Advances as the same Type, there shall not be
more than three Interest Periods in effect.

SECTION 1.2. LETTERS OF CREDIT.

(@) Letter of Credit Subfeature .

(i)  Subject to the terms and conditions of this Agreement, as a subfeature under the Line of Credit,
Letter of Credit Issuer agrees, in reliance upon the agreements of Lenders in this Section 1.2 , from time to time
up to and including the fifth Business Day prior to the Maturity Date to issue or cause an affiliate to issue
commercial and standby letters of credit for the account of Borrower (each, a “ Letter of Credit ” and collectively,
“ Letters of Credit "); provided however, that the aggregate Letter of Credit Obligations shall not at any time
exceed Twenty Million Dollars ($20,000,000.00)




(the “ Letter of Credit Sublimit "), and to honor drawings under the Letters of Credit; provided that, after giving
effect to any issuance of any Letter of Credit, the extension of the expiry date thereof or the increase of the
amount thereof: (A)the sum of (1) the Outstanding Amount of all Line of Credit Advances plus (2) the
Outstanding Amount of all Letter of Credit Obligations shall not exceed One Hundred Million Dollars
($100,000,000.00); (B) the sum of (1) the aggregate Outstanding Amount of the Line of Credit Advances of any
Lender, plus (2) such Lender's Pro Rata Share multiplied by the Outstanding Amount of all Letter of
Credit Obligations shall not exceed such Lender's Commitment; and (C) the Outstanding Amount of the Letter of
Credit Obligations shall not exceed the Letter of Credit Sublimit. Each request by Borrower for the issuance or
amendment of a Letter of Credit shall be deemed to be a representation by Borrower that the request complies
with the conditions set forth in the proviso to the preceding sentence, and Letter of Credit Issuer shall have no
obligation to provide for any issuance of any Letter of Credit, the extension of the expiry date thereof or the
increase of the amount thereof if any of the conditions set forth in the proviso to the preceding sentence are not
satisfied. Within the foregoing limits, and subject to the terms and conditions hereof, Borrower's ability to obtain
Letters of Credit shall be fully revolving, and, accordingly, Borrower may, during the foregoing period, obtain
Letters of Credit to replace Letters of Credit that have expired or that have been drawn upon and reimbursed. All
Existing Letters of Credit shall be deemed to have been issued pursuant hereto and, from and after the Closing
Date, shall be subject to and governed by the terms and conditions hereof.

As used herein, the term “ Letter of Credit Issuer " means, at any time, the issuer of Letters of Credit
hereunder (which, initially, shall be Wells Fargo).

As used herein, the term “ Existing Letters of Credit " means, the letters of credit identified on
Schedule 2 .

(i)  Subject to Section 1.2(b)(iii) , Letter of Credit Issuer shall not issue any Letter of Credit, if: (A) the
expiry date of such requested Letter of Credit would occur more than twelve months after the date of issuance
or last extension, unless Required Lenders shall have approved such expiry date; or (B) the expiry date of such
requested Letter of Credit would occur after the Maturity Date, unless all Lenders shall have approved such
expiry date.

(i)  Letter of Credit Issuer shall not have any obligation to issue a Letter of Credit if:

(A) any order, judgment or decree of any governmental authority or arbitrator shall by its terms
purport to enjoin or restrain Letter of Credit Issuer from issuing such Letter of Credit, or any law
applicable to Letter of Credit Issuer or any request or directive (whether or not having the force of law)
from any governmental authority with jurisdiction over Letter of Credit Issuer shall prohibit, or request
that Letter of Credit Issuer refrain from, the issuance of letters of credit generally or such Letter of Credit
in particular or shall impose upon Letter of Credit Issuer with respect to such Letter of Credit any
restriction, reserve or capital requirement (for which Letter of Credit Issuer is not otherwise compensated
hereunder) not in effect on the Closing Date, or shall impose upon Letter of Credit Issuer any
unreimbursed loss, cost or expense that was not applicable on the Closing Date and which Letter of
Credit Issuer in good faith deems material to it;

(B) the issuance of such Letter of Credit would violate one or more policies of Letter of
Credit Issuer;

(C) such Letter of Credit is to be denominated in a currency other than Dollars;

(D) any Lender is then in default of its obligations to fund under Section 1.2(d) or is
otherwise a Defaulting Lender, unless cash collateral or other credit support satisfactory to Letter of
Credit Issuer has been pledged or otherwise provided to Letter of Credit Issuer
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in respect of such Defaulting Lender's participation in such requested Letter of Credit or Letter of
Credit Issuer has otherwise entered into arrangements satisfactory to Letter of Credit Issuer to eliminate
Letter of Credit Issuer's risk with respect to such Defaulting Lender;

(E) unless specifically provided for in this Agreement, such Letter of Credit contains any
provisions for automatic reinstatement of the stated amount after any drawing thereunder.

(iv)  Letter of Credit Issuer shall not have any obligation to amend any Letter of Credit if: (A) Letter of
Credit Issuer would have no obligation at such time to issue such Letter of Credit in its amended form under the
terms hereof; or (B) the beneficiary of such Letter of Credit does not accept the proposed amendment to such
Letter of Credit.

(v) Letter of Credit Issuer shall act on behalf of all Lenders with respect to any Letters of Credit issued
by it and the documents associated therewith, and Letter of Credit Issuer shall have all of the benefits and
immunities: (A) provided to Agent in Article VII with respect to any acts taken or omissions suffered by Letter of
Credit Issuer in connection with Letters of Credit issued by it or proposed to be issued by it and any other
documents pertaining to such Letters of Credit as fully as if the term * Agent " as used in Article VIl included
Letter of Credit Issuer with respect to such acts or omissions; and (B) as additionally provided herein with
respect to Letter of Credit Issuer.

(b)  Procedures for Issuance and Amendment of Letters of Credit .

0] Each Letter of Credit shall be issued or amended, as the case may be, upon the request of
Borrower delivered to Letter of Credit Issuer (with a copy to Agent) in the form of a Letter of Credit application,
appropriately completed and signed by a responsible officer of Borrower. Such Letter of Credit application must
be received by Letter of Credit Issuer and Agent not later than 11:00 a.m. at least two (2) Business Days (or
such later date and time as may be agreed to by each of Agent and Letter of Credit Issuer, each in its sole
discretion) prior to the proposed issuance date or date of amendment, as the case may be. In the case of a
request for an initial issuance of a Letter of Credit, such Letter of Credit application shall specify in form and
detail satisfactory to Letter of Credit Issuer: (A) the proposed issuance date of the requested Letter of Credit
(which shall be a Business Day); (B) the amount thereof; (C) the expiry date thereof; (D) the name and address
of the beneficiary thereof; (E) the documents to be presented by such beneficiary in case of any drawing
thereunder; (F) the full text of any certificate to be presented by such beneficiary in case of any drawing
thereunder; and (G) such other matters as Letter of Credit Issuer may require. In the case of a request for an
amendment of any outstanding Letter of Credit, such Letter of Credit application shall specify in form and detalil
satisfactory to Letter of Credit Issuer: (1) the Letter of Credit to be amended; (2) the proposed date of the
amendment thereof (which shall be a Business Day); (3) the nature of the proposed amendment; and (4) such
other matters as Letter of Credit Issuer may require. Additionally, Borrower shall furnish to Letter of Credit Issuer
and Agent such other documents and information pertaining to such requested Letter of Credit issuance or
amendment, including any related documents, as Letter of Credit Issuer or Agent may require.

(i)  Promptly after receipt of any Letter of Credit application at the address provided for pursuant to
Section 8.2 for receiving Letter of Credit applications and related correspondence, Letter of Credit Issuer will
confirm with Agent (by telephone or in writing) that Agent has received a copy of such Letter of
Credit application from Borrower and, if not, Letter of Credit Issuer will provide Agent with a copy thereof. Letter
of Credit Issuer shall, on the requested date, issue the Letter of Credit requested by Borrower or enter into the
applicable amendment, as the case may be, in each case in accordance with Letter of Credit Issuer's usual and
customary business practices. Immediately upon the issuance of each Letter of Credit, each Lender shall be
deemed to, and hereby irrevocably and unconditionally agrees to, purchase from Letter of Credit Issuer a risk
participation in such Letter of Credit equal to such Lender's Pro Rata Share multiplied by the face amount of
such Letter of




Credit.

(i)  Promptly after its delivery of any Letter of Credit or any amendment to a Letter of Credit to an
advising bank with respect thereto or to the beneficiary thereof, Letter of Credit Issuer will also deliver to
Borrower and Agent a true and complete copy of such Letter of Credit or amendment.

(c) Drawings and Reimbursements; Funding of Participations .

() Upon receipt from the beneficiary of any Letter of Credit of any drawing under such Letter of Credit
(or any notice thereof), Letter of Credit Issuer shall notify Borrower and Agent thereof. If Letter of Credit Issuer
shall make any payment in respect of a Letter of Credit, Borrower shall reimburse Letter of Credit Issuer the
amount of such payment not later than 1:00 p.m. on the date of any payment by Letter of Credit Issuer under
any Letter of Credit if Borrower shall have received notice of such payment prior to 11:00 a.m. on such date, or,
if such notice has not been received by Borrower prior to such time on such date, then not later than 10:00 a.m.
on the Business Day immediately following the day that Borrower receives such notice. If Borrower fails to so
reimburse Letter of Credit Issuer, then Agent shall promptly notify each Lender of the related date of any
payment by Letter of Credit Issuer under any Letter of Credit, the Unreimbursed Amount and the amount of
such Lender's Pro Rata Share of such Unreimbursed Amount. In such event, Borrower shall be deemed to have
requested a Line of Credit Advance consisting of Prime Rate Loans to be disbursed on such date in an amount
equal to such Unreimbursed Amount, without regard to the minimum and multiples specified in Section 1.1(b)
(i) for the principal amount of Prime Rate Loans, but subject to the amount of the unutilized portion of the
Commitments and the conditions set forth in Section 3.2 (other than the delivery of a loan notice). Any notice
given by Letter of CreditIssuer or Agent pursuant to this Section 1.2(c)(i) may be given by telephone if
immediately confirmed in writing; provided that the lack of such an immediate confirmation shall not affect the
conclusiveness or binding effect of such notice.

(i)  Each Lender shall, upon any notice pursuant to Section 1.2(c)(i) , make funds available to Agent
for the account of Letter of Credit Issuer at Agent's Office in an amount equal to such Lender's Pro Rata Share
multiplied by the Unreimbursed Amount not later than 1:00 p.m. on the Business Day specified in such notice by
Agent, whereupon, subject to the provisions of Section 1.2(c)(iii) , each Lender that so makes funds available
shall be deemed to have made a Line of Credit Advance that is a Prime Rate Loan to Borrower in such amount.
Agent shall remit the funds so received to Letter of Credit Issuer.

(i) With respect to any Unreimbursed Amount that is not fully refinanced by a Line of Credit Advance
consisting of Prime Rate Loans because the conditions set forth in Section 3.2 cannot be satisfied or for any
other reason, Borrower shall be deemed to have incurred from Letter of CreditIssuer a Letter of
Credit Borrowing on the date of such payment by Letter of Credit Issuer under such Letter of Credit in the
amount of the Unreimbursed Amount that is not so refinanced, which Letter of Credit Borrowing shall be due
and payable on demand (together with interest) and shall bear interest at the Default Rate. In such event, each
Lender's payment to Agent for the account of Letter of Credit Issuer pursuant to Section 1.2(c)(ii) shall be
deemed payment in respect of its participation in such Letter of Credit Borrowing and shall constitute a Line of
Credit Advance from such Lender in satisfaction of its participation obligation under this Section 1.2 .

(iv)  Until each Lender funds its Line of Credit Advance pursuant to this Section 1.2(c) to reimburse
Letter of Credit Issuer for any amount drawn under any Letter of Credit, interest in respect of the amount of such
Lender's Pro Rata Share of such amount shall be solely for the account of Letter of Credit Issuer.

(v) Each Lender's obligation to make Line of Credit Advances to reimburse Letter of
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Credit Issuer for amounts drawn under Letters of Credit, as contemplated by this Section 1.2(c) , shall be
absolute and unconditional and shall not be affected by any circumstance, including: (A)any setoff,
counterclaim, recoupment, defense or other right that such Lender may have against Letter of Credit Issuer,
Borrower or any other person for any reason whatsoever; (B) the occurrence or continuance of a Default; or
(C) any other occurrence, event or condition, whether or not similar to any of the foregoing; provided that each
Lender's obligation to make Line of Credit Advances pursuant to this Section 1.2(c) is subject to the conditions
set forth in Section 3.2 (other than delivery by Borrower of a loan notice). No such making of a Line of
Credit Advance shall relieve or otherwise impair the obligation of Borrower to reimburse Letter of Credit Issuer
for the amount of any payment made by Letter of Credit Issuer under any Letter of Credit, together with interest
as provided herein.

As used herein, the term “ Default ” means any Event of Default or any event or condition that, with the
giving of notice, the passage of time, or both, would constitute an Event of Default.

(vi) If any Lender fails to make available to Agent for the account of Letter of Credit Issuer any amount
required to be paid by such Lender pursuant to the foregoing provisions of this Section 1.2(c) by the time
specified in Section 1.2(c)(ii) , Letter of Credit Issuer shall be entitled to recover from such Lender (acting
through Agent), on demand, such amount with interest thereon for the period from the date such payment is
required to the date on which such payment is immediately available to Letter of Credit Issuer at a rate per
annum equal to the greater of the Prime Rate and a rate determined by Letter of Credit Issuer in accordance
with banking industry rules on interbank compensation, plus any administrative, processing or similar fees
customarily charged by Letter of CreditIssuer in connection with the foregoing. A certificate of Letter of
Credit Issuer submitted to any Lender (through Agent) with respect to any amounts owing under this clause (vi)
shall be conclusive absent manifest error.

(d) Repayment of Participations .

(i) If, at any time after Letter of Credit Issuer has made a payment under any Letter of Credit and has
received from any Lender such Lender's Line of Credit Advance in respect of such payment in accordance with
Section 1.2(c) , Agent receives for the account of Letter of Credit Issuer any payment in respect of the related
Unreimbursed Amount or interest thereon (whether directly from Borrower or otherwise, including proceeds of
cash collateral applied thereto by Agent), Agent will distribute to such Lender an amount that equals its Pro Rata
Share thereof (appropriately adjusted, in the case of interest payments, to reflect the period of time during which
such Lender's Line of Credit Advance was outstanding) in the same funds as those received by Agent.

(i)  If any payment received by Agent for the account of Letter of Credit Issuer pursuant to Section 1.2
(c)(i) is required to be returned under any proceeding under any Bankruptcy Law (including pursuant to any
settlement entered into by Letter of Credit Issuer in its discretion), each Lender shall pay to Agent for the
account of Letter of Credit Issuer an amount equal to its Pro Rata Share thereof on the demand of Agent, plus
interest thereon from the date of such demand to the date such amount is returned by such Lender, at a rate per
annum equal to the Prime Rate from time to time in effect. The obligations of Lenders under this clause shall
survive the payment in full of the obligations under this Agreement and the termination of this Agreement.

(e) Obligations Absolute . The obligation of Borrower to reimburse Letter of Credit Issuer for each drawing
under each Letter of Credit and to repay each Letter of Credit Borrowing is absolute, unconditional and irrevocable and
shall be paid strictly in accordance with the terms of this Agreement under all circumstances, including the following:

(i) any lack of validity or enforceability of such Letter of Credit, this Agreement, or any other Loan
Document;




(i)  the existence of any claim, counterclaim, setoff, defense or other right that Borrower may have at
any time against any beneficiary or any transferee of such Letter of Credit (or any person for whom any such
beneficiary or any such transferee may be acting), Letter of Credit Issuer or any other person, whether in
connection with this Agreement, the transactions contemplated hereby or by such Letter of Credit or any
agreement or instrument relating thereto, or any unrelated transaction;

(i)  any draft, demand, certificate or other document presented under such Letter of Credit proving to
be forged, fraudulent, invalid or insufficient in any respect or any statement therein being untrue or inaccurate in
any respect; or any loss or delay in the transmission or otherwise of any document required in order to make a
drawing under such Letter of Credit;

(iv) any payment by Letter of Credit Issuer under such Letter of Credit against presentation of a draft
or certificate that does not strictly comply with the terms of such Letter of Credit; or any payment made by Letter
of Credit Issuer under such Letter of Credit to any person purporting to be a trustee in bankruptcy,
debtor-in—-possession, assignee for the benefit of creditors, liquidator, receiver or other representative of or
successor to any beneficiary or any transferee of such Letter of Credit, including any arising in connection with
any proceeding under any Bankruptcy Law; or

(v) any other circumstance or happening whatsoever, whether or not similar to any of the foregoing,
including any other circumstance that might otherwise constitute a defense available to, or a discharge of,
Borrower.

(H Role of Letter of Credit Issuer . Each Lender and Borrower agree that, in paying any drawing under a
Letter of Credit, Letter of Credit Issuer shall not have any responsibility to obtain any document (other than any sight
draft, certificates and documents expressly required by the Letter of Credit) or to ascertain or inquire as to the validity or
accuracy of any such document or the authority of the person executing or delivering any such document. None of
Letter of Credit Issuer, Agent, any of their respective related parties or any correspondent, participant or assignee of
Letter of Credit Issuer shall be liable to any Lender for: (i) any action taken or not taken, at the request or with the
approval of Lenders or Required Lenders, as applicable, in connection with a Letter of Credit or any related document;
(i) in the absence of gross negligence or willful misconduct, any action taken or not taken in connection with a Letter of
Credit or any related document; or (iii) the due execution, effectiveness, validity or enforceability of any document
related to any Letter of Credit or related document. As between Borrower and Letter of Credit Issuer, Borrower hereby
assumes all risks of the acts or omissions of any beneficiary or transferee with respect to its use of any Letter of Credit;
provided that this assumption is not intended to, and shall not, preclude Borrower from pursuing such rights and
remedies as it may have against the beneficiary or transferee at law or under any other agreement. None of Letter of
Credit Issuer, Agent, any of their respective related parties or any correspondent, participant or assignee of Letter of
Credit Issuer shall be liable or responsible for any of the matters described in clauses (i) through (v) of Section 1.2(e) ;
provided that, notwithstanding anything to the contrary contained in such clauses, Borrower may have a claim against
Letter of Credit Issuer, and Letter of Credit Issuer may be liable to Borrower, to the extent, but only to the extent, of any
direct, as opposed to consequential or exemplary, damages suffered by Borrower that Borrower proves were caused by
Letter of Credit Issuer's willful failure to pay under any Letter of Credit after the presentation to it by the beneficiary of a
sight draft and certificate(s) strictly complying with the terms and conditions of a Letter of Credit. In furtherance and not
in limitation of the foregoing, Letter of Credit Issuer may accept documents that appear on their face to be in order,
without responsibility for further investigation, regardless of any notice or information to the contrary, and Letter of
Credit Issuer shall not be responsible for the validity or sufficiency of any document transferring or assigning or
purporting to transfer or assign a Letter of Credit or the rights or benefits thereunder or proceeds thereof, in whole or in
part, that may prove to be invalid or ineffective for any reason.

(g) Cash Collateral . Upon the request of Agent, if Letter of Credit Issuer has honored any full or partial
drawing request under any Letter of Credit and such drawing has resulted in a Letter of Credit Borrowing that remains
outstanding after payment thereof is due from Borrower, or if, on or after the
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Maturity Date, any Letter of Credit Obligation remains outstanding for any reason without the consent of all Lenders,
then Borrower shall, in each such case, immediately cash collateralize the then Outstanding Amount of all Letter of
Credit Obligations with an amount equal to 105.00% of such Outstanding Amount. Borrower hereby grants to Agent, for
the benefit of Letter of Credit Issuer and Lenders, a security interest in all such cash and deposit accounts and all
balances therein and all proceeds of the foregoing.

SECTION 1.3. PRINCIPAL/INTEREST/FEES.

(@) Interest . Subject to the provisions of subsection Section 1.3(b) : (i) each LIBOR Rate Loan shall bear
interest on the outstanding principal amount thereof for each Fixed Rate Term at a rate per annum equal to the LIBOR
Rate for such Fixed Rate Term plus 1.50%; and (ii) each Prime Rate Loan shall bear interest on the outstanding
principal amount thereof from the applicable borrowing date or conversion date at a fluctuating rate per annum equal to
the Prime Rate.

(b) Default Rate . To the extent not prohibited by applicable laws, at any time that an Event of Default exists,
all outstanding obligations hereunder shall bear interest at a fluctuating rate per annum equal to 4.0%. Accrued and
unpaid interest at the Default Rate shall be due and payable upon demand.

(c) Computation and Payment . All computations of interest hereunder with respect to the Prime Rate
(including any applicable interest rate margin added thereto) shall be made on the basis of a year of 365 or 366 days,
as the case may be, and actual days elapsed. All other computations of interest and fees hereunder shall be made on
the basis of a 360-day year, actual days elapsed. Each determination by Agent of an interest rate or fee hereunder
shall be conclusive and binding for all purposes, absent manifest error.

(d) Payment Dates . Interest on each Line of Credit Advance shall be due and payable in arrears on each
Interest Payment Date applicable thereto and at such other times as may be specified herein. Interest hereunder shall
be due and payable in accordance with the terms hereof both before and after judgment, and both before and after the
commencement of any proceeding under any Bankruptcy Law.

As used herein, the term “ Interest Payment Date " means (a) with respect to: (i) a LIBOR Rate Loan, the last
day of each Fixed Rate Term applicable thereto; provided that, if any such Fixed Rate Term exceeds three (3)
months, the date that falls three (3) months after the beginning of such Fixed Rate Term shall also be an
Interest Payment Date; and (ii) a Prime Rate Loan, the first Business Day of each calendar month.

(e) Letter of Credit Fees . (i) Borrower shall pay to Agent, for the account of each Lender in accordance with
its Pro Rata Share, fees upon the issuance of each Letter of Credit equal to one and one-quarter percent (1.25%) per
annum (computed on the basis of a 360-day year, actual days elapsed) of the face amount thereof, and (ii) Borrower
shall pay to Agent, for the account of Letter of Credit Issuer, fees upon the payment or negotiation of each drawing
under any Letter of Credit and fees upon the occurrence of any other activity with respect to any Letter of Credit
(including without limitation, the transfer, amendment or cancellation of any Letter of Credit) determined in accordance
with Letter of Credit Issuer's standard fees and charges then in effect for such activity.

SECTION 1.4. PAYMENTS AND PREPAYMENTS.

€) Payments Due on Maturity Date . On the Maturity Date, Borrower shall repay to Lenders in full the
aggregate Outstanding Amount of all Line of Credit Advances.

(b)  Prepayments . Borrower may, upon notice to Agent, at any time or from time to time voluntarily prepay
Line of Credit Advances in whole or in part without premium or penalty; provided that: (A) such notice must be received
by Agent not later than 11:00 a.m.: (1) three (3) Business Days prior to any date of prepayment of Line of Credit
Advances that are LIBOR Rate Loans; and (2) one (1) Business Day prior to the date of prepayment of Line of Credit
Advances that are Prime Rate Loans; and (B) any prepayment
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of any Line of Credit Advances of a given Type shall be in a principal amount of $100,000.00 or a whole multiple of
$100,000.00 in excess thereof, or, if less, the entire principal amount thereof then outstanding. Each such notice shall
specify the date and amount of such prepayment and the Type(s) of Line of Credit Advances to be prepaid. Agent will
promptly notify each Lender of its receipt of each such notice and of the amount of such Lender's Pro Rata Share
thereof. If Borrower gives such notice, then Borrower's prepayment obligation shall be irrevocable, and Borrower shall
make such prepayment and the payment amount specified in such notice shall be due and payable on the date
specified therein. Any prepayment of a Line of Credit Advance that is a LIBOR Rate Loan shall be accompanied by all
accrued interest on the amount prepaid, together with any additional amounts required pursuant to Section 1.4(c) .

(c) LIBOR Prepayment Costs . In consideration of Lenders providing Borrower with the prepayment option
included in this Section 1.4, or if any portion of any Line of Credit Advances shall become due and payable at any time
prior to the last day of the Fixed Rate Term applicable thereto by acceleration or otherwise, Borrower shall pay to
Agent, for the account of each Lender in accordance with their Pro Rata Share of the applicable Line of Credit
Advance, immediately upon demand a fee which is the sum of the discounted monthly differences for each month from
the month of prepayment through the month in which such Fixed Rate Term matures, calculated as follows for each
month:

(i) Determine the amount of interest which would have accrued each month on the amount prepaid at
the interest rate applicable to such amount had it remained outstanding until the last day of the Fixed Rate Term
applicable thereto.

(i)  Subtract from the amount determined in (i) above the amount of interest which would have accrued
for the same month on the amount prepaid for the remaining term of such Fixed Rate Term at LIBOR in effect
on the date of prepayment for new loans made for such term and in a principal amount equal to the amount
prepaid.

(i) If the result obtained in (ii) for any month is greater than zero, discount that difference by LIBOR
used in (ii) above.

Borrower acknowledges that the prepayment of such amount may result in Lenders incurring additional costs,
expenses and/or liabilities, and that it is difficult to ascertain the full extent of such costs, expenses and/or
liabilities. Borrower, therefore, agrees to pay the above-described prepayment fee and agrees that said amount
represents a reasonable estimate of the prepayment costs, expenses and/or liabilities of Lenders. If Borrower
fails to pay any prepayment fee when due, the amount of such prepayment fee shall thereafter bear interest at a
rate equal to 2.0% above the Prime Rate in effect from time to time. Please refer to the LIBOR early termination
prepayment example attached hereto as Exhibit A for illustrative purposes only.

(d) Commitment Termination . At any time (i) there is no outstanding principal balance or unpaid interest
under the Line of Credit or the Letter of Credit subfeature described in Section 1.2 above, (ii) there are no issued and
outstanding Letter(s) of Credit under the Letter of Credit subfeature or any outstanding Letter of Credit Obligations, and
(i) there are no other payment obligations of Borrower to Agent or any Lender outstanding hereunder or under any
other Loan Document, then Borrower, upon written notice (a “ Commitment Termination Notice ") to Agent and Lenders,
may request that the Line of Credit be terminated with no prepayment fees.

SECTION 1.5. DEPOSIT BALANCES ARRANGEMENT. Borrower shall maintain (a) with Wells Fargo,
deposit balances, calculated on a quarterly basis, not less than $25,000,000.00 (the “ Wells Fargo Minimum Balance ")
and (b) with Union Bank, deposit balances, calculated on a quarterly basis, not less than $17,000,000.00 (the “ Union
Bank Minimum Balance ") (the * Deposit Balances Arrangement ”).

If, for any calendar quarter during the term of the Line of Credit: (a)(i) the average daily deposit balances with
Wells Fargo, plus (ii) Wells Fargo's Pro Rata Share of the average daily Outstanding Amount,
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is less than the Wells Fargo Minimum Balance, then Borrower shall pay to Agent for the benefit of Wells Fargo, a fee
calculated at a rate per annum equal to 0.25% on the amount which (i) the Wells Fargo Minimum Balance exceeds
(if) the sum of (A) the average daily deposit balances with Wells Fargo, plus (B) Wells Fargo's Pro Rata Share of the
average daily Outstanding Amount, in each case for such calendar quarter; or (b)(i) the average daily deposit balances
with Union Bank, plus (ii) Union Bank's Pro Rata Share of the average daily Outstanding Amount, is less than the Union
Bank Minimum Balance, then Borrower shall pay to Agent for the benefit of Union Bank, a fee calculated at a rate per
annum equal to 0.25% on the amount which (i) the Union Bank Minimum Balance exceeds (ii) the sum of (A) the
average daily deposit balances with Union Bank, plus (B) Union Bank's Pro Rata Share of the average daily
Outstanding Amount, in each case for such calendar quarter. The fees described in this Section 1.5 shall be calculated
on a quarterly basis by Agent and shall be due and payable by Borrower in arrears within ten (10) days after each
billing is sent by Agent.

SECTION 1.6. GUARANTIES. The payment and performance of all indebtedness and other obligations of
Borrower to Agent, Lenders and Letter of Credit Issuer shall be guaranteed jointly and severally by any current or
hereafter created domestic subsidiaries of Borrower, as evidenced by and subject to the terms of guaranties in form
and substance satisfactory to Agent, Lenders and Letter of Credit Issuer.

SECTION 1.7. PAYMENTS GENERALLY; RIGHT OF AGENT TO MAKE DEDUCTIONS AUTOMATICALLY.

(a) Payments Generally .

0] All payments to be made by Borrower shall be made without condition or deduction for any
counterclaim, defense, recoupment or setoff. Except as otherwise expressly provided herein, all payments by
Borrower hereunder shall be made to Agent, for the account of the respective Lenders to which such payment is
owed, at Agent's Office in Dollars and in immediately available funds not later than 12:00 noon on the date
specified herein. Agent will promptly distribute to each Lender its applicable Pro Rata Share (or other applicable
share as provided herein) of such payment in like funds by wire transfer to the office designated by such Lender
(each, a “ Lending Office ™). All payments received by Agent after 12:00 noon shall be deemed received on the
next succeeding Business Day and any applicable interest or fee shall continue to accrue. If any payment to be
made by Borrower shall come due on a day other than a Business Day, payment shall be made on the next
following Business Day, and such extension of time shall be reflected in computing interest or fees, as the case
may be.

(i)  Borrower hereby authorizes Agent: (A) to deduct automatically all principal, interest or fees when
due hereunder or under any note from any account of Borrower maintained with Agent; and (B) if and to the
extent any payment of principal, interest or fees under this Agreement or any note is not made when due to
deduct any such amount from any or all of the accounts of Borrower maintained at Agent. Agent agrees to
provide written notice to Borrower of any automatic deduction made pursuant to this Section 1.7(a)(ii) showing
in reasonable detail the amounts of such deduction. Each Lender agrees to reimburse Borrower based on its
applicable Pro Rata Share for any amounts deducted from such accounts in excess of amount due hereunder
and under any other Loan Documents.

(b)  Fundings by Lenders, Payments by Borrower and Presumptions by Agent .

() Unless Agent shall have received notice from a Lender prior to the proposed date of any borrowing of a
Line of Credit Advance that such Lender will not make available to Agent such Lender's share of such Line of
Credit Advance, Agent may assume that such Lender has made such share available on such date in
accordance with Section 1.1(b)(iv) and may, in reliance upon such assumption, make available to Borrower a
corresponding amount. In such event, if a Lender has not in fact made its share of the applicable borrowing
available to Agent, then the applicable Lender,
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on the one hand, and Borrower, on the other hand, each severally agrees to pay to Agent forthwith on demand
such corresponding amount in immediately available funds with interest thereon, for each day from the date
such amount is made available to Borrower to the date of payment to Agent, at: (A) in the case of a payment to
be made by such Lender, the greater of the Prime Rate and a rate determined by Agent in accordance with
banking industry rules on interbank compensation, plus any administrative, processing or similar fees
customarily charged by Agent in connection with the foregoing; and (B) in the case of a payment to be made by
Borrower, a rate per annum equal to Prime Rate Loans. If Borrower and such Lender shall pay such interest to
Agent for the same or an overlapping period, Agent shall promptly remit to Borrower the amount of such interest
paid by Borrower for such period. If such Lender pays its share of the applicable borrowing to Agent, then the
amount so paid shall constitute such Lender's funding of its Pro Rata Share of such borrowing. Any payment by
Borrower shall be without prejudice to any claim Borrower may have against a Lender that shall have failed to
make such payment to Agent.

(i)  Unless Agent shall have received notice from Borrower prior to the date on which any payment is due
hereunder to Agent for the account of Lenders that Borrower will not make such payment, Agent may assume
that Borrower has made such payment on such date in accordance herewith and may, in reliance upon such
assumption, distribute to Lenders the amount due. In such event, if Borrower has not in fact made such
payment, then Lenders each severally agrees to repay to Agent forthwith on demand the amount so distributed
to such Lenders in immediately available funds with interest thereon, for each day from the date such amount is
distributed to it to the date of payment to Agent, at the greater of the Prime Rate and a rate determined by Agent
in accordance with banking industry rules on interbank compensation plus any administrative fees, costs and
expenses. A notice of Agent to any Lender or Borrower with respect to any amount owing under this
subsection (b) shall be conclusive, absent manifest error.

(c) Obligations of Lenders Several . The obligations of Lenders hereunder to make Line of Credit Advances,
to fund participations in Letters of Credit and to make any reimbursement payments to Agent are several and not joint.
The failure of any Lender to make any Line of Credit Advance, to fund any such participation or to make any
reimbursement payment to Agent on any date required hereunder shall not relieve any other Lender of its
corresponding obligation to do so on such date, and no Lender shall be responsible for the failure of any other Lender
to so make its Line of Credit Advance, purchase its participation or to make its reimbursement payment.

(d)  Funding Sources . Nothing herein shall be deemed to obligate any Lender to obtain the funds for any
advance under the Line of Credit in any particular place or manner or to constitute a representation by any Lender that
it has obtained or will obtain the funds for any advance under the Line of Credit in any particular place or manner.

SECTION 1.8. SHARING OF PAYMENTS. If any Lender shall, by exercising any right of setoff or
counterclaim or otherwise, obtain payment in respect of any principal of or interest on any Line of Credit Advance made
by it, or the participations in any Letter of Credit, resulting in such Lender receiving payment of a proportion of the
aggregate amount of such advances or participations and accrued interest thereon greater than its Pro Rata Share (or
other applicable share as provided herein) thereof as provided herein, then the Lender receiving such greater
proportion shall: (a) notify Agent of such fact; and (b) purchase (for cash at face value) participations in the Line of
Credit Advances and subparticipations in Letters of Credit of the other Lenders, or make such other adjustments as
shall be equitable, so that the benefit of all such payments shall be shared by Lenders ratably in accordance with the
aggregate amount of principal of and accrued interest on their respective advances under the Line of Credit and other
amounts owing them; provided that: (i) if any such participations or subparticipations are purchased and all or any
portion of the payment giving rise thereto is recovered, such participations or subparticipations shall be rescinded and
the purchase price restored to the extent of such recovery, without interest; and (ii) the provisions of this Section 1.8
shall not be construed to apply to: (A) any payment made by Borrower pursuant to and in accordance with the express
terms of this Agreement; (B) any payment obtained by a Lender as
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consideration for the assignment of or sale of a participation in any of its Line of Credit Advances or subparticipations in
Letters of Credit to any assignee or participant, other than to Borrower or any Subsidiary thereof (as to which the
provisions of this Section 1.6 shall apply); (C) any cash collateral or other credit support provided to Agent in respect of
a Defaulting Lender or Impacted Lender pursuant to Section 1.9 or Section 1.10 ; (D) any cash collateral or other
credit support provided to Agent in respect of a Defaulting Lender or Impacted Lender; or (E) any payment made by
Borrower pursuant to Section 1.10(b) .

SECTION 1.9. DEFAULTING LENDERS. Notwithstanding anything to the contrary contained herein, in the
event that any Lender at any time is a Defaulting Lender, then: (a) during any Defaulting Lender Period with respect to
such Defaulting Lender, such Defaulting Lender shall be deemed not to be a “ Lender ” for purposes of voting on any
matters (including the granting of any consents or waivers) with respect to any of the Loan Documents and such
Defaulting Lender's Pro Rata Share of the Line of Credit shall be excluded for purposes of determining “ Required
Lenders " ( provided that the foregoing shall not permit an increase in such Lender's Pro Rata Share of the Line of
Credit or an extension of the Maturity Date without such Lender's consent); (b) to the extent permitted by applicable
law, until such time as the difference between the amounts required to be advanced by such Defaulting Lender less the
amount actually advanced by such Defaulting Lender shall have been reduced to zero, any voluntary prepayment of the
Line of Credit shall, if Agent so directs at the time of making such voluntary prepayment, be applied to the Line of Credit
Advances of other Lenders as if such Defaulting Lender had no Line of Credit Advances outstanding; (c) such
Defaulting Lender's Line of Credit Advances shall be excluded for purposes of calculating any fee payable to the
Lenders pursuant to Section 1.3 in respect of any day during any Defaulting Lender Period with respect to such
Defaulting Lender, and such Defaulting Lender shall not be entitled to receive any such fee payable pursuant to
Section 1.3 in respect of such Defaulting Lender Period; (d) if so requested by Agent at any time during the Defaulting
Lender Period with respect to such Defaulting Lender, Borrower shall deliver to Agent cash collateral in an amount
equal to such Defaulting Lender's Pro Rata Share of the Letters of Credit then outstanding; and (e) the Defaulting
Lender's Pro Rata Share of any prepayment made during the Defaulting Lender Period shall be held by Agent as cash
collateral for such Defaulting Lender's Pro Rata Share of the Letters of Credit then outstanding. No obligation of any
Lender to make Line of Credit Advances shall be increased or otherwise affected, and, except as otherwise expressly
provided in this Section 1.9 , performance by Borrower of its obligations hereunder and the other Loan Documents
shall not be excused or otherwise modified as a result of the operation of this Section 1.9 . The rights and remedies
against a Defaulting Lender under this Section 1.10 are in addition to other rights and remedies which Borrower may
have against such Defaulting Lender and which Agent or any other Lender may have against such Defaulting Lender.

As used herein, the term “ Defaulting Lender " means any Lender that: (a) has failed to fund any portion of any
Line of Credit Advance or any participations in any Letter of Credit required to be funded by it hereunder (a “
Defaulted Loan ") within one (1) Business Day of the date required to be funded by it hereunder; (b) has
otherwise failed to pay over to Agent or any other Lender, as the case may be, any other amount required to be
paid by it hereunder within one (1) Business Day of the date when due, unless the subject of a good faith
dispute; or (c) has been deemed insolvent or become the subject of a bankruptcy or insolvency proceeding or a
receiver or conservator has been appointed for such Lender.

As used herein, the term “ Defaulting Lender Period " means, with respect to any Defaulting Lender, the period
commencing on the date upon which such Lender first became a Defaulting Lender and ending on the earliest
of the following dates: (a) the date on which all obligations to make Line of Credit Advances are cancelled or
terminated or all obligations of Borrower hereunder are declared or become immediately due and payable; and
(b) the date on which such Defaulting Lender is no longer a Defaulting Lender.

SECTION 1.10. REPLACEMENT OF LENDERS.

(@) Replacement of Lenders Generally . Borrower may with respect to any Specified Lender:
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(i) request one or more of the other Lenders to acquire and assume all of such Specified Lender's
Line of Credit Advances (including participations in Letters of Credit) and Pro Rata Share of the Line of Credit,
which Lender or Lenders shall have the right, but not the obligation, to so acquire and assume such Specified
Lender's Line of Credit Advances (including participations in Letters of Credit) and Pro Rata Share of the Line of
Credit pursuant to the procedures set forth in Section 8.4 or

(i)  with the prior written consent of Agent, designate a replacement bank or financial institution that is
an Eligible Assignee (a “ Replacement Lender "), which Replacement Lender shall assume all of such Specified
Lender's Line of Credit Advances (including participations in Letters of Credit) and Pro Rata Share of the Line of
Credit pursuant to the procedures set forth in Section 8.4 ;

provided that Borrower may not request such Specified Lender to make any assignment and delegation,
pursuant to the immediately preceding clauses (i) or (ii), as applicable, if: (1) a Default then exists; (2) as a result
of a change in circumstances involving such Lender or otherwise prior to the effectiveness of any such action,
such Specified Lender is no longer a Specified Lender as a result of it no longer being a Defaulting Lender or an
Impacted Lender; or (3) Borrower has not concurrently taken an action under clause (i) or clause (ii) of this
Section 1.10 with respect to all other Lenders who at the time are Specified Lenders;

Any assignment and delegation by, a Specified Lender pursuant to this Section 1.10(a) shall be subject to
payment to such Specified Lender of the aggregate Outstanding Amount of its Line of Credit Advances
(including participations in Letters of Credit) at the time owing to it, all accrued and unpaid interest thereon, all
accrued and unpaid fees and all other amounts payable to it hereunder, which amounts shall be paid to such
Specified Lender by the applicable assignee (to the extent of all such outstanding principal and accrued and
unpaid interest and fees) and Borrower (to the extent of all such other amounts). Each Lender hereby grants to
Agent a power of attorney (which power of attorney, being coupled with an interest, is irrevocable) to execute
and deliver, on behalf of such Lender, as assignor, any assignment and assumption necessary to effectuate any
assignment of such Lender's interests hereunder in circumstances contemplated by this Section 1.10(a) .

(b) Removal of Specified Lenders . Without limitation of, and in addition to, Borrower's right to replace a
Lender in the circumstances and in the manner set forth in Section 1.10(a) , if any Lender is a Defaulting Lender or an
Impacted Lender, then Borrower may, in the alternative and at its sole expense and effort, upon written notice to such
Lender, Agent and Letter of Credit Issuer, require that such Lender be terminated as a Lender hereunder (a *
Terminated Lender "); provided that:

() no such termination of a Terminated Lender may occur if any Letter of Credit Obligations (including
Unreimbursed Amounts and undrawn availability under outstanding Letters of Credit) remain outstanding as of
such the date of termination as requested by Borrower (the “ Termination Date ") or, if the Terminated Lender is
also Letter of Credit Issuer hereunder, any Letter of Credit of such Terminating Lender, in its capacity as Letter
of Credit Issuer, is outstanding hereunder;

(i)  no such termination of a Terminated Lender may occur if on the Termination Date, after giving
effect to the reduction in the aggregate Commitments by the amount of the Terminated Lender's Commitments,
(A) the Outstanding Amount of Line of Credit Advances shall exceed the aggregate Commitments as so
reduced, or (B) the aggregate Commitments as so reduced shall exceed either the Letter of Credit Sublimit;

(i)  such Terminated Lender shall have received payment of an amount equal to all accrued fees and
all other amounts payable to it hereunder and under the other Loan Documents from the Borrower;
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(iv) upon the request of Letter of Credit Issuer made prior to the Termination Date, the Letter of
Credit Sublimit has been reduced to the extent requested by Letter of Credit Issuer; and

(v)  such termination does not conflict with applicable Laws.

provided that Borrower may not remove such Defaulting Lender or Impacted Lender pursuant to this Section
1.10(b) if: (1) a Default then exists or (2) as a result of a change in circumstances involving such Lender or
otherwise prior to the effectiveness of any such termination, such Defaulting Lender or Impacted Lender is no
longer a Defaulting Lender or an Impacted Lender.

Effective on the Termination Date, the Commitments of the Terminated Lender shall terminate, the aggregate
Commitments shall thereupon equal the remaining Commitments, and the Pro Rata Share of the remaining
Lenders hereunder shall be deemed to be adjusted to take into account such termination. Agent shall promptly
notify the remaining Lenders and Letter of Credit Issuer of the occurrence of the Termination Date as to a
Terminated Lender, the revised aggregate Commitments and the Pro Rata Shares of the Lenders hereunder,
and the currently effective Letter of Credit Sublimit. For the avoidance of doubt, nothing in this Section 1.10(b)
shall be construed as or shall increase the Commitments of any Lender hereunder, and the sole effect on the
remaining Lenders shall be the foregoing adjustment in their respective Pro Rata Shares as a result of such
termination.

As used herein, the term “ Specified Lender " means, at any time, any Lender: (a) that has requested
compensation under Section 1.11 and has not rescinded such request within five (5) Business Days of
the making thereof; (b) to whom Borrower must pay an additional amount (or on whose behalf Borrower
must pay an additional amount to a governmental authority) pursuant to Section 1.11 ; (c) that is a
Defaulting Lender; or (d) that is a Lender that may, but does not, provide its consent to any matter as to
which Required Lenders may give and have given their consent pursuant to Section 8.5 .

As used herein, the term * Impacted Lender " means, with respect to any requested issuance of a Letter
of Credit or any requested funding of a Swing Advance, a Defaulting Lender or a Lender as to which
(a) Letter of Credit Issuer has a good faith belief that such Lender has defaulted in fulfilling its obligations
under one or more other syndicated credit facilities, or (b) a person that controls such Lender has been
deemed insolvent or become the subject of a bankruptcy or insolvency proceeding or a receiver or
conservator has been appointed for such person.

(c) Certain Rights as a Lender . Upon the prepayment of all amounts owing to any Specified Lender and the
termination of such obligations to make advances under the Line of Credit pursuant to this Section 1.10 , such
Specified Lender shall no longer constitute a “Lender” for purposes hereof; provided that such Specified Lender shall
continue to be entitled to the benefits of Section 8.3 with respect to facts and circumstances occurring prior to the date
on which all amounts owing to such Specified Lender were prepaid in full and the obligations to make advances under
the Line of Credit of such Specified Lender were terminated pursuant to this Section 1.10 .

(d) Evidence of Replacement . Promptly following the removal or replacement of any Specified Lender in
accordance with this Section 1.10 , Agent shall distribute an amended Schedule 1 , which shall be deemed
incorporated into this Agreement, to reflect changes in the identities of Lenders and adjustments of their respective Pro
Rata Shares, as applicable, resulting from any such removal or replacement.

SECTION 1.11. TAXES AND REGULATORY COSTS. Borrower shall pay to Agent, on account of the
applicable Lender, immediately upon demand, in addition to any other amounts due or to become due hereunder, any
and all (a) withholdings, interest, equalization taxes, stamp taxes or other taxes (except
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income and franchise taxes) imposed by any domestic or foreign governmental authority and related in any manner to
any Line of Credit Advance or Letter of Credit, and (b) future, supplemental, emergency or other charges, assessment
rates imposed by the Federal Deposit Insurance Corporation, or similar requirements or capital or liquidity costs or
requirements imposed by any domestic or foreign governmental authority or resulting from compliance by such Lender
with any request or directive (whether or not having the force of law) from any central bank or other governmental
authority and related in any manner to any Line of Credit Advance or Letter of Credit. In determining which of the
foregoing are attributable to Borrower hereunder, any reasonable allocation made by such Lender among its operations
shall be conclusive and binding upon Borrower. It is understood and agreed that any such charges, assessment rates
or other costs imposed upon any Lender under (x) the Dodd-Frank Wall Street Reform and Consumer Protection Act
and all requests, rules, guidelines or directives thereunder or issued in connection therewith and (y) all requests, rules,
guidelines or directives promulgated by the Bank for International Settlements, the Basel Committee on Banking
Supervision (or any successor or similar authority) or the United States or foreign regulatory authorities, in each case
pursuant to Basel lll, shall in each case be deemed to be a “future, supplemental, emergency or other charge”,
regardless of the date enacted, adopted or issued.

ARTICLE Il
REPRESENTATIONS AND WARRANTIES

Borrower makes the following representations and warranties to Agent and each Lender:

SECTION 2.1. LEGAL STATUS. Borrower is a corporation, duly organized and existing and in good standing
under the laws of Delaware, and is qualified or licensed to do business (and is in good standing as a foreign
corporation, if applicable) in all jurisdictions in which such qualification or licensing is required, except in those states in
which the failure to so qualify or to be so licensed could not reasonably be expected to have a material adverse effect
on Borrower.

SECTION 2.2. AUTHORIZATION AND VALIDITY. This Agreement and each promissory note, contract,
instrument and other document required hereby or at any time hereafter delivered to Agent or any Lender in connection
herewith (collectively, the “ Loan Documents ") have been duly authorized, and upon their execution and delivery in
accordance with the provisions hereof will constitute legal, valid and binding agreements and obligations of Borrower or
the party which executes the same, as applicable, enforceable in accordance with their respective terms.

SECTION 2.3.  NO VIOLATION. The execution, delivery and performance by Borrower of each of the Loan
Documents do not violate any provision of any law or regulation, or contravene any provision of the Certificate of
Incorporation or By-Laws of Borrower, or result in any breach of or default under any contract, obligation, indenture or
other instrument to which Borrower is a party or by which Borrower may be bound, except where such violation,
contravention, breach or default would not reasonably be expected to have a material adverse effect on Borrower.

SECTION 2.4. LITIGATION. There are no pending, or to Borrower's knowledge threatened in writing, actions,
claims, investigations, suits or proceedings by or before any governmental authority, arbitrator, court or administrative
agency involving more than $1,000,000 individually, or $10,000,000 in the aggregate, or which would reasonably be
expected to have a material adverse effect on the financial condition or operation of Borrower other than those
disclosed by Borrower to Agent in writing or in Borrower's periodic and other reports, proxy statements and other
materials filed with the SEC or distributed to its stockholders (the “ SEC Filings ") prior to the date hereof. As used in
this Agreement, “ SEC ” means the Securities and Exchange Commission, any entity succeeding to any or all of the
functions of the Securities and Exchange Commission or any national securities exchange or analogous agency,
authority, instrumentality, regulatory body, court or other entity.

SECTION 2.5. CORRECTNESS OF FINANCIAL STATEMENT. The annual financial statement of Borrower
dated December 31, 2011, and all interim financial statements delivered to Agent since said date,

17




true copies of which have been delivered by Borrower to Agent prior to the date hereof, (a) are complete and correct in
all material aspects and present fairly the financial condition of Borrower, (b) disclose all liabilities of Borrower that are
required to be reflected or reserved against under generally accepted accounting principles, whether liquidated or
unliquidated, fixed or contingent, and (c) have been prepared in accordance with generally accepted accounting
principles consistently applied. Other than for Permitted Liens, Borrower has not mortgaged, pledged, granted a
security interest in or otherwise encumbered any of its assets or properties except in favor of Agent or as otherwise
permitted by Agent in writing.

As used herein, the term “ Permitted Liens ” means (i) Liens for taxes or other governmental or regulatory
assessments which are not delinquent, or which are contested in good faith by the appropriate proceedings, and
for which appropriate reserves are maintained in accordance with GAAP; (ii) Liens on any property held or
acquired by Borrower securing indebtedness not to exceed the amounts set forth in Section 5.2(c) below
incurred or assumed for the purpose of financing all or any part of the cost of acquiring such property or existing
on such property when acquired; (iii) liens arising from judgments, decrees or attachments in circumstances not
constituting an Event of Default (iv) liens and setoff rights in favor of other financial institutions arising in
connection with Borrower's deposit accounts held at such institutions, provided the existence of such accounts
does not conflict with the provisions of Section 4.9(c) hereof, (v) liens incurred or deposits made in the ordinary
course of business in connection with workers' compensation, unemployment insurance and other types of
social security, (vi) liens incurred or deposits made in the ordinary course of business with utility companies, (vii)
liens incurred or deposits or pledges made to secure the performance of bids, tenders, contracts (other than
contracts for the payment of money), public or statutory or regulatory obligations, surety, stay, appeal,
indemnity, performance or other similar bonds, leases, government contracts, trade contracts, performance and
return-of-money bonds and other similar obligations arising in the ordinary course of business (viii)
materialmen's, landlord's, mechanics', repairmen's, workmen's, employees' or other like liens arising in the
ordinary course of business, (ix) non-exclusive license of intellectual property granted to third parties in the
ordinary course of business, and licenses of intellectual property that could not result in a legal transfer of title of
the licensed property that may be exclusive in respects other than territory and that may be exclusive as to
territory only as to discrete geographical areas outside of the United States, (x) liens on insurance proceeds in
favor of insurance companies granted solely as security for financed premiums, (xi) easements, reservations,
rights-of-way, minor defects or irregularities in title and other similar charges or encumbrances affecting real
property, and (xii) any interest or title of a lessor or sub-lessor under any lease of real property in the ordinary
course of business.

SECTION 2.6. INCOME TAX RETURNS. Borrower has no knowledge of any pending assessments or
adjustments of its income tax payable with respect to any year, except as disclosed in SEC reporting.

SECTION 2.7. NO SUBORDINATION. There is no agreement, indenture, contract or instrument to which
Borrower is a party or by which Borrower may be bound that requires the subordination in right of payment of any of
Borrower's obligations subject to this Agreement to any other obligation of Borrower.

SECTION 2.8. PERMITS, FRANCHISES. Borrower possesses, and will hereafter possess, all permits,
consents, approvals, franchises and licenses required and rights to all trademarks, trade names, patents, and fictitious
names, if any, necessary to enable it to conduct the business in which it is now engaged in compliance with applicable
law.

SECTION 2.9. ERISA. Borrower is in compliance in all material respects with all applicable provisions of the
Employee Retirement Income Security Act of 1974, as amended or recodified from time to time (* ERISA "); Borrower
has not violated any provision of any defined employee pension benefit plan (as defined in ERISA) maintained or
contributed to by Borrower (each, a “ Plan "); no Reportable Event as defined in ERISA has occurred and is continuing
with respect to any Plan initiated by Borrower; Borrower has met its minimum funding requirements under ERISA with
respect to each Plan; and each Plan will be able to fulfill its benefit obligations as they come due in accordance with the
Plan documents and under generally accepted
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accounting principles.

SECTION 2.10. OTHER OBLIGATIONS. Borrower is not in default on any obligation for borrowed money, any
purchase money obligation or any other material lease, commitment, contract, instrument or obligation, in each case
under any agreements involving monetary liability, which default or defaults result in a right by such third party or
parties, whether or not exercised, to accelerate the maturity of any indebtedness in excess of Five Million Dollars
($5,000,000).

SECTION 2.11. ENVIRONMENTAL MATTERS. Except as disclosed by Borrower to Agent in writing prior to the
date hereof, Borrower is in compliance in all material respects with all applicable federal or state environmental,
hazardous waste, health and safety statutes, and any rules or regulations adopted pursuant thereto, which govern or
affect any of Borrower's operations and/or properties, including without limitation, the Comprehensive Environmental
Response, Compensation and Liability Act of 1980, the Superfund Amendments and Reauthorization Act of 1986, the
Federal Resource Conservation and Recovery Act of 1976, and the Federal Toxic Substances Control Act, as any of
the same may be amended, modified or supplemented from time to time. None of the operations of Borrower is the
subject of any federal or state investigation evaluating whether any remedial action involving a material expenditure is
needed to respond to a release of any toxic or hazardous waste or substance into the environment. Borrower has no
material contingent liability in connection with any release of any toxic or hazardous waste or substance into the
environment.

SECTION 2.12. MARGIN STOCK. Neither Borrower nor any subsidiary thereof is engaged principally or as one
of its activities in the business of extending credit for the purpose of “purchasing” or “carrying” any “margin stock” (as
each such term is defined or used, directly or indirectly, in Regulation U of the Board of Governors of the Federal
Reserve System). No part of the proceeds of any of the Line of Credit Advances or Letters of Credit will be used for
purchasing or carrying margin stock or for any purpose which violates, or which would be inconsistent with, the
provisions of Regulation T, U or X of such Board of Governors. Following the application of the proceeds of each Line
of Credit Advance or Letter of Credit, not more than twenty-five percent (25%) of the value of the assets (either of
Borrower only or of Borrower and its subsidiaries on a Consolidated basis) will be “margin stock”. If requested by any
Lender (through Agent) or Agent, Borrower will furnish to Agent and each Lender a statement to the foregoing effect in
conformity with the requirements of FR Form G-3 or FR Form U 1 referred to in Regulation U.

ARTICLE 1lI
CONDITIONS

SECTION 3.1. CONDITIONS OF INITIAL EXTENSION OF CREDIT. The obligation of Lenders and Letter of
Credit Issuer to extend any credit contemplated by this Agreement is subject to the fulfillment to Agent, each Lender
and Letter of Credit Issuer's satisfaction of all of the following conditions:

(@) Approval of Counsel . All legal matters incidental to the extension of credit by Lenders shall be satisfactory
to Agent's counsel.

(b)  Documentation . Agent shall have received, in form and substance satisfactory to Agent, Lenders and
Letter of Credit Issuer, each of the following, duly executed:

@ This Agreement and each promissory note or other instrument or document required
hereby.

(i)  Corporate Resolution: Borrowing.

(i)  Certificate of Incumbency.

(iv)  Disbursement Order.

(v)  Such other documents as Agent or any Lender may require under any other Section of this
Agreement, including a Letter of Credit application.
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(c) Einancial Condition . There shall have been no material adverse change, as determined by Agent and
Lenders, in the financial condition or business of Borrower or any guarantor hereunder, nor any material decline, as
determined by Agent and Lenders, in the market value of any collateral required hereunder or a substantial or material
portion of the assets of Borrower or any such guarantor.

(d) Insurance . Borrower shall have delivered to Agent evidence of insurance coverage on all Borrower's
property, in form, substance, amounts, covering risks and issued by companies satisfactory to Agent, and where
required by Agent, with loss payable endorsements in favor of Agent.

SECTION 3.2. CONDITIONS OF EACH EXTENSION OF CREDIT. The obligation of Agent and Lenders to
make each extension of credit requested by Borrower hereunder shall be subject to the fulfillment to Agent's and each
Lender's satisfaction of each of the following conditions:

(@) Compliance . The representations and warranties contained herein and in each of the other Loan
Documents shall be true on and as of the date of the signing of this Agreement and, except as disclosed to Agent or in
the SEC Filings, on the date of each extension of credit by any Lender or Letter of Credit Issuer pursuant hereto, with
the same effect as though such representations and warranties had been made on and as of each such date, and on
each such date, no Default or Event of Default, shall have occurred and be continuing or shall exist.

(b) Documentation . Agent shall have received all additional documents which may be required in connection
with such extension of credit.

(c) Additional Letter of Credit Documentation. Prior to the issuance of each Letter of Credit, Letter of Credit
Issuer shall have received a Letter of Credit Agreement on Letter of Credit Issuer's standard form, properly completed
and duly executed by Borrower.

(d) No Material Adverse Change. There shall not exist or have occurred any event or condition that impairs,
or is substantially to impair, the prospect of payment or performance by Borrower of its obligations under any of the
Loan Documents.

ARTICLE IV
AFFIRMATIVE COVENANTS

Borrower covenants that so long as any Lender or Letter of Credit Issuer remains committed to extend credit to
Borrower pursuant hereto, or any liabilities (whether direct or contingent, liquidated or unliquidated) of Borrower to
Agent, any Lender or Letter of Credit Issuer under any of the Loan Documents remain outstanding, and until payment in
full of all obligations (other than inchoate indemnity obligations) of Borrower subject hereto, Borrower shall, unless
Required Lenders otherwise consent in writing:

SECTION 4.1. PUNCTUAL PAYMENTS. Within seven (7) days after such obligations are due and payable,
pay all principal, interest, fees or other liabilities due under any of the Loan Documents at the times and place and in
the manner specified therein.

SECTION 4.2. ACCOUNTING RECORDS. Maintain adequate books and records in accordance with
generally accepted accounting principles consistently applied, and permit any representative of Agent, at any
reasonable time, to inspect, audit and examine such books and records, to make copies of the same, and to inspect the
properties of Borrower.

SECTION 4.3. FINANCIAL STATEMENTS. Provide to Agent in sufficient number of copies for the delivery to
each Lender all of the following, in form and detail satisfactory to Agent and Required Lenders:

(@) not later than 120 days after and as of the end of each fiscal year, an audited financial statement of
Borrower, prepared by a certified public accountant acceptable to Required Lenders, to include
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balance sheet, income statement, and statement of cash flow;

(b)  not later than 45 days after and as of the end of each fiscal quarter, a financial statement of Borrower,
prepared by Borrower, to include balance sheet, income statement, and statement of cash flow;

(c) not later than 90 days after the end of each fiscal year, an annual budget and projection report, prepared
by Borrower;

(d) contemporaneously with each fiscal quarter financial statement of Borrower required hereby, a certificate
of the president or chief financial officer of Borrower that said financial statements are accurate and that there exists no
Default or Event of Default;

(e) concurrently with the submission of each request for a Line of Credit Advance or issuance of a Letter of
Credit, a certificate of the president or chief financial officer of Borrower that the financial statements referred to in
Section 4.3(d) are accurate, that there exists no Default or Event of Default; and

(H from time to time such other information as Agent or Required Lenders may reasonably request.

SECTION 4.4. COMPLIANCE. Preserve and maintain all licenses, permits, governmental approvals, rights,
privileges and franchises necessary for the conduct of its business; and comply with the provisions of all documents
pursuant to which Borrower is organized and/or which govern Borrower's continued existence and with the
requirements of all laws, rules, regulations and orders of any governmental authority applicable to Borrower and/or its
business, the noncompliance with or violation of which could reasonably be expected to have a material adverse effect
on Borrower's business.

SECTION 4.5. INSURANCE. Maintain and keep in force, for each business in which Borrower is engaged,
insurance of the types and in amounts customarily carried in similar lines of business, including but not limited to fire,
extended coverage, public liability, flood, property damage and workers' compensation, with all such insurance carried
with companies and in amounts satisfactory to Required Lenders, and deliver to Agent from time to time at Required
Lenders' request schedules setting forth all insurance then in effect.

SECTION 4.6. FACILITIES. Keep all properties necessary to Borrower's business in good repair and
condition, and from time to time make necessary repairs, renewals and replacements thereto so that such properties
shall be fully and efficiently preserved and maintained.

SECTION 4.7. TAXES AND OTHER LIABILITIES. Pay and discharge when due any and all indebtedness,
obligations, assessments and taxes, both real or personal, including without limitation federal and state income taxes
and state and local property taxes and assessments, except (a) such as Borrower may in good faith contest or as to
which a bona fide dispute may arise, and (b) for which Borrower has made provision with adequate reserves under
GAAP for eventual payment thereof in the event Borrower is obligated to make such payment.

SECTION 4.8. LITIGATION. Except as disclosed in Borrower's SEC Filings, promptly give notice in writing to
Agent of any litigation pending or threatened in writing against Borrower involving more than $1,000,000 individually, or
$10,000,000 in the aggregate.

SECTION 4.9. FINANCIAL CONDITION. Maintain Borrower's financial condition as follows using generally
accepted accounting principles consistently applied and used consistently with prior practices (except to the extent
modified by the definitions herein):

(@) Modified Quick Ratio not less than 1.05 to 1.00 at all times, measured on a consolidated basis at each
fiscal quarter end.
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As used herein, the term “ Modified Quick Ratio " means the aggregate of consolidated unrestricted cash,
unrestricted short-term and long-term marketable securities and net accounts receivable of Borrower and its
subsidiaries divided by total current liabilities and borrowings under the Line of Credit (including, without
limitation, all Line of Credit Advances).

(b)  Funded Debt to Adjusted EBITDA not greater than 2.00 to 1.00 at all times, measured quarterly using
trailing 12 months EBITDA.

As used herein, “ Funded Debt " means, as of any date of determination, with respect to Borrower and its
subsidiaries on a consolidated basis, determined in accordance with GAAP, the outstanding principal amount of
all indebtedness owing by Borrower and its subsidiaries, whether current or long-term, including, without
limitation, the obligations under this Agreement and all obligations evidenced by notes, loan agreements or
other similar instruments, bonds, debentures, reimbursement agreements, bankers' acceptances, bank
guaranties, capital leases, synthetic leases, surety bonds and similar instruments and the maximum drawing
amount of all standby and commercial letters of credit outstanding (other than any standby or commercial letters
of credit to the extent that they are cash collateralized). If, at any time, any change in GAAP would affect the
definition of Funded Debt and either the Borrower or the Required Lenders shall so request, the Administrative
Agent, the Lenders and the Borrower shall negotiate in good faith to amend such ratio or requirements to
preserve the original intent thereof in light of such change in GAAP (subject to the approval of the Required
Lenders); provided that, until so amended, (i) such ratio or requirement shall continue to be computed in
accordance with GAAP prior to such change therein and (ii) the Borrower shall provide to the Administrative
Agent and the Lenders financial statements and other documents required under this Agreement or as
reasonably requested hereunder setting forth a reconciliation between calculations of such ratio or requirement
made before and after giving effect to such change in GAAP.

As used herein, the term “ Adjusted EBIDTA " means, for any period, with respect to Borrower and its
subsidiaries Consolidated Net Income, minus without duplication and to the extent included in determining such
Consolidated Net Income, extraordinary or other non-recurring non-cash gains and interest income plus ,
without duplication and to the extent excluded in determining such Consolidated Net Income, (i) extraordinary or
other non-recurring non-cash losses, including any non-cash charges for stock-based compensation expenses
and impairment of intangibles, (ii) consolidated interest expense, (iii) income taxes, (iv) depreciation and
amortization, (v) amortization of acquired inventory write—up to fair market value in accordance with GAAP, and
(vi) expenses incurred in connection with certain one-time events as may in the future occur, subject to the
mutual agreement of Borrower and Required Lenders, in each case for such period, as determined in
accordance with GAAP.

As used herein, the term “ Consolidated Net Income " means, for any specified period, the net income or loss of
Borrower and its subsidiaries determined for such period on a consolidated basis in accordance with GAAP.

(c) Maintain Borrower's primary collection and disbursement deposit account(s) with Wells Fargo or any
banking affiliate of Wells Fargo.

SECTION 4.10. NOTICE TO AGENT. Promptly (but in no event more than five (5) days after the occurrence of
each such event or matter) give written notice to Agent in reasonable detail of: (a) the occurrence of any Default or
Event of Default; (b) any change in the name or the organizational structure of Borrower; (c) the occurrence and nature
of any Reportable Event or Prohibited Transaction, each as defined in ERISA, or any funding deficiency with respect to
any Plan; or (d) any termination or cancellation of any insurance policy which Borrower is required to maintain, or any
uninsured or partially uninsured loss through liability or property damage, or through fire, theft or any other cause
affecting Borrower's property.
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ARTICLE V
NEGATIVE COVENANTS

Borrower further covenants that so long as any Lender or Letter of Credit Issuer remains committed to extend
credit to Borrower pursuant hereto, or any liabilities (whether direct or contingent, liquidated or unliquidated, but
excluding inchoate indemnity obligations) of Borrower to Agent, any Lender or Letter of Credit Issuer under any of the
Loan Documents remain outstanding, and until payment in full of all obligations (other than inchoate indemnity
obligations) of Borrower subject hereto, Borrower shall not without Agent and Required Lenders' prior written consent:

SECTION 5.1. USE OF FUNDS. Use any of the proceeds of any credit extended hereunder except for the
purposes stated in Article | hereof.

SECTION 5.2. OTHER INDEBTEDNESS. Create, incur, assume or permit to exist any indebtedness or
liabilities resulting from borrowings, loans or advances, whether secured or unsecured, matured or unmatured,
liquidated or unliquidated, joint or several, except (a) the liabilities of Borrower to Agent and Lenders under the Loan
Documents, (b) any other liabilities of Borrower existing as of, and disclosed to Agent and Lenders prior to, the Closing
Date, (c) new purchase money debt and other term debt in amounts not to exceed an aggregate of $20,000,000.00 at
any time ( provided that, for the avoidance of doubt, this Section 5.2(c) shall not permit to exist any revolving or working
capital debt other than the liabilities of Borrower to Agent and Lenders under the Loan Documents), (d) the issuance of
unsecured, subordinated convertible debt, provided , however, that such debt is subordinated in writing on terms
reasonably acceptable to Required Lenders and that Borrower is in proforma compliance with financial covenants both
pre and post issuance of debt, (e) indebtedness to trade creditors incurred in the ordinary course of business, (f)
indebtedness incurred as a result of endorsing negotiable instruments received in the ordinary course of business, (g)
indebtedness secured by Permitted Liens, (h) indebtedness between Borrower and its subsidiaries in the ordinary
course of business, and (h) extensions, refinancings, modifications and restatements of the foregoing provided that the
principal amount thereof is not increased or the terms thereof are not modified to impose more burdensome terms.

SECTION 5.3. MERGER, CONSOLIDATION, TRANSFER OF ASSETS. Borrower may enter into mergers or
acquisitions with, and make loans or advances to and equity investments in, and sell, lease or transfer assets to third
party entities so long as Borrower is the surviving entity (as applicable) and Borrower is in pro forma compliance with
financial covenants both before and after each such merger, consolidation, acquisition, loan, advance, equity
investment, sale, lease or transfer of assets.

SECTION 5.4. GUARANTIES. Guarantee or become liable in any way as surety, endorser (other than as
endorser of negotiable instruments for deposit or collection in the ordinary course of business), accommodation
endorser or otherwise for, nor pledge or hypothecate any assets of Borrower as security for, any liabilities or obligations
of any other person or entity, except (i) any of the foregoing in favor of Agent and Lenders pursuant to the Loan
Documents, and (ii) in the ordinary course of Borrower's business.

SECTION 5.5. LOANS, ADVANCES, INVESTMENTS. Make any loans or advances to or investments in any
person or entity, except (a) any of the foregoing existing as of, and disclosed to Agent and Lenders prior to, the date
hereof, (b) any of the foregoing in accordance with the provisions of Section 5.3 above, (c) additional loans, advances
or investments in or to Borrower's subsidiaries in the ordinary course of business, or (d) investments made pursuant to
a Board-approved investment policy.

SECTION 5.6. PLEDGE OF ASSETS. Other than for Permitted Liens, mortgage, pledge, grant or permit to
exist a security interest in, or lien upon, all or any portion of Borrower's assets now owned or hereafter acquired, except
any of the foregoing in favor of Agent and Lenders pursuant to the Loan Documents or which is existing as of, and
disclosed to Agent and Lenders in writing prior to, the date hereof.
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ARTICLE VI
EVENTS OF DEFAULT

SECTION 6.1. The occurrence of any of the following shall constitute an “Event of Default” under this
Agreement:

(@) Borrower shall fail to pay, within seven (7) days of when due, any principal, interest, fees or other amounts
payable under any of the Loan Documents ( provided that such seven (7) day cure period shall not apply to payments
due upon the Maturity Date and that during the cure period, the failure to make or pay any payment specified under this
subclause (a) is not an Event of Default, but no credit extension will be made during the cure period).

(b) Any financial statement or certificate furnished to Agent or Lenders in connection with, or any
representation or warranty made by Borrower or any other party under this Agreement or any other Loan Document
shall prove to be incorrect, false or misleading in any material respect when furnished or made.

(c) Any default in the performance of or compliance with any obligation, agreement or other provision
contained herein or in any other Loan Document (other than those specifically described as an “Event of Default” in this
Section 6.1 ), and with respect to any such default that by its nature can be cured, such default shall continue for a
period of thirty (30) days from its occurrence.

(d)  Any default in the payment or performance of any monetary obligation in excess of $5,000,000, or any
defined event of default, under the terms of any contract, instrument or document (other than any of the Loan
Documents) pursuant to which Borrower or any guarantor hereunder (with each such guarantor referred to herein as a “
Third Party Obligor ") has incurred any debt for borrowed money in an amount greater than $5,000,000.

(e) Borrower or any Third Party Obligor shall become insolvent, or shall suffer or consent to or apply for the
appointment of a receiver, trustee, custodian or liquidator of itself or any of its property, or shall generally fail to pay its
debts as they become due, or shall make a general assignment for the benefit of creditors; Borrower or any Third Party
Obligor shall file a voluntary petition in bankruptcy, or seeking reorganization, in order to effect a plan or other
arrangement with creditors or any other relief under the Bankruptcy Reform Act, Title 11 of the United States Code, as
amended or recodified from time to time (* Bankruptcy Code "), or under any state or federal law granting relief to
debtors, whether now or hereafter in effect; or Borrower or any Third Party Obligor shall file an answer admitting the
jurisdiction of the court and the material allegations of any involuntary petition; or Borrower or any Third Party Obligor
shall be adjudicated a bankrupt, or an order for relief shall be entered against Borrower or any Third Party Obligor by
any court of competent jurisdiction under the Bankruptcy Code or any other applicable state or federal law relating to
bankruptcy, reorganization or other relief for debtors (collectively, “ Bankruptcy Laws ).

(H  The filing of a notice of judgment lien against Borrower in an amount of at least $5,000,000 (not covered by
independent third-party insurance as to which liability has been accepted by such insurance carrier) shall remain
unsatisfied for thirty (30) days and is not discharged or stayed (whether through the posting of a bond or otherwise)
within thirty (30) days; or the recording of any abstract of judgment against Borrower in an amount of at least
$5,000,000 (not covered by independent third-party insurance as to which liability has been accepted by such
insurance carrier) and the same is not, within thirty (30) days after the occurrence thereof, discharged or stayed
(whether through the posting of a bond or otherwise) in any county in which Borrower has an interest in real property; or
the service of a notice of levy and/or of a writ of attachment or execution, or other like process, against the assets of
Borrower and the same is not, within thirty (30) days after the occurrence thereof, discharged or stayed (whether
through the posting of a bond or otherwise); or the entry of one or more final judgments, orders, or decrees for the
payment of money in an amount, individually or in the aggregate, of at least $5,000,000 (not covered by independent
third-party insurance as to which liability has been accepted by such insurance carrier) shall be rendered against
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Borrower and the same are not, within thirty (30) days after the entry thereof, discharged or execution thereof stayed or
bonded pending appeal, or such judgments are not discharged prior to the expiration of any such stay; or any
involuntary petition or proceeding pursuant to the Bankruptcy Code or any other applicable state or federal law relating
to bankruptcy, reorganization or other relief for debtors is filed or commenced against Borrower or any Third Party
Obligor.

(9) [ Intentionally Omitted ].

(h)  The dissolution or liquidation of Borrower or any Third Party Obligor if a corporation, partnership, joint
venture or other type of entity; or Borrower or any such Third Party Obligor, or any of its directors, stockholders or
members, shall take action seeking to effect the dissolution or liquidation of Borrower or such Third Party Obligor.

(i) 60 days after the occurrence of any Change in Control of Borrower, coupled with removal or departure of
Balu Balakrishnan as Chief Executive Officer.

As used herein, the term “ Change in_Control " means the occurrence, in a single transaction or in a series of
related transactions, of any one or more of the following events:

(i) any Exchange Act Person becomes the Owner, directly or indirectly, of securities of the Borrower
representing more than fifty percent (50%) of the combined voting power of the Borrower's then outstanding
securities other than by virtue of a merger, consolidation or similar transaction. Notwithstanding the foregoing, a
Change in Control shall not be deemed to occur (A) on account of the acquisition of securities of the Borrower
directly from the Borrower, (B) on account of the acquisition of securities of the Borrower by an investor, any
affiliate thereof or any other Exchange Act Person that acquires the Borrower's securities in a transaction or
series of related transactions the primary purpose of which is to obtain financing for the Borrower through the
issuance of equity securities, or (C) solely because the level of Ownership held by any Exchange Act Person (the
“ Subject Person ") exceeds the designated percentage threshold of the outstanding voting securities as a result
of a repurchase or other acquisition of voting securities by the Borrower reducing the number of shares
outstanding, provided that if a Change in Control would occur (but for the operation of this sentence) as a result of
the acquisition of voting securities by the Borrower, and after such share acquisition, the Subject Person becomes
the Owner of any additional voting securities that, assuming the repurchase or other acquisition had not occurred,
increases the percentage of the then outstanding voting securities Owned by the Subject Person over the
designated percentage threshold, then a Change in Control shall be deemed to occur; or

(i) there is consummated a merger, consolidation or similar transaction involving (directly or indirectly) the
Borrower and, immediately after the consummation of such merger, consolidation or similar transaction, the
stockholders of the Borrower immediately prior thereto do not Own, directly or indirectly, either (A) outstanding
voting securities representing more than fifty percent (50%) of the combined outstanding voting power of the
surviving corporation, partnership, limited liability company or other entity in such merger, consolidation or similar
transaction or (B) more than fifty percent (50%) of the combined outstanding voting power of the parent of the
surviving corporation, partnership, limited liability company or other entity in such merger, consolidation or similar
transaction, in each case in substantially the same proportions as their Ownership of the outstanding voting
securities of the Borrower immediately prior to such transaction.

As used herein, the term “ Exchange Act Person " means any natural person, corporation, partnership, limited
liability company or other entity, or “group” (within the meaning of Section 13(d) or 14(d) of the Securities
Exchange Act of 1934 (the “ Exchange Act ")), except that “ Exchange Act Person ” shall not include (i) the
Borrower or any subsidiary of the Borrower, (ii) any employee benefit plan of the Borrower or any subsidiary of the
Borrower or any trustee or other fiduciary holding securities under an employee benefit plan of the Borrower or
any subsidiary of the Borrower, (iii) an underwriter temporarily holding
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securities pursuant to a registered public offering of such securities, (iv) a corporation, partnership, limited liability
company or other entity Owned, directly or indirectly, by the stockholders of the Borrower in substantially the
same proportions as their Ownership of stock of the Borrower; or (v) any natural person, corporation, partnership,
limited liability company or other entity or “group” (within the meaning of Section 13(d) or 14(d) of the Exchange
Act) that, as of the date hereof, is the Owner, directly or indirectly, of securities of the Borrower representing more
than fifty percent (50%) of the combined voting power of the Borrower's then outstanding securities.

A person or corporation, partnership, limited liability company or other entity shall be deemed to “ Own ,” to have “
Owned ,” to be the “ Owner " of, or to have acquired “ Ownership " of securities if such person or corporation,
partnership, limited liability company, directly or indirectly, through any contract, arrangement, understanding,
relationship or otherwise, has or shares voting power, which includes the power to vote or to direct the voting, with
respect to such securities.

SECTION 6.2. REMEDIES. Upon the occurrence of any Event of Default: (a) all indebtedness of Borrower
under each of the Loan Documents, any term thereof to the contrary notwithstanding, shall at Required Lenders' option
and without notice become immediately due and payable without presentment, demand, protest or notice of dishonor,
all of which are hereby expressly waived by Borrower; (b) the obligation, if any, of any Lender or Letter of Credit Issuer
to extend any further credit under any of the Loan Documents shall immediately cease and terminate; and (c) Agent
and Lenders shall have all rights, powers and remedies available under each of the Loan Documents, or accorded by
law, including without limitation the right to resort to any or all security for any credit subject hereto and to exercise any
or all of the rights of a beneficiary or secured party pursuant to applicable law. All rights, powers and remedies of Agent
shall, the request of, or may, with the consent of, Required Lenders, be exercised at any time by Agent and from time to
time after the occurrence of an Event of Default, are cumulative and not exclusive, and shall be in addition to any other
rights, powers or remedies provided by law or equity.

ARTICLE VI
AGENT

SECTION 7.1. APPOINTMENT AND AUTHORIZATION OF AGENT. Each Lender hereby irrevocably
appoints Wells Fargo to act on its behalf as Agent hereunder and under the other Loan Documents and authorizes
Agent to take such actions on its behalf and to exercise such powers as are delegated to Agent by the terms hereof
and thereof, together with such actions and powers as are reasonably incidental thereto. The provisions of this
Article VII are solely for the benefit of Agent and Lenders, and Borrower shall not have rights as a third party beneficiary
of any of such provisions.

SECTION 7.2. RIGHTS AS A LENDER. If the person serving as Agent hereunder is also a “Lender,” such
person shall have the same rights and powers in such capacity as any other person in such capacity and may exercise
the same as though it were not Agent. Such person and its affiliates may accept deposits from, lend money to, act as
the financial advisor or in any other advisory capacity for and generally engage in any kind of business with Borrower or
any subsidiary or affiliate of borrower as if such person were not Agent hereunder and without any duty to account
therefor to any Lender.

SECTION 7.3. EXCULPATORY PROVISIONS. Agent shall not have any duties or obligations except those
expressly set forth herein and in the other Loan Documents. Without limiting the generality of the foregoing, Agent:

(&) No Fiduciary Duties . Shall not be subject to any fiduciary or other implied duties, regardless of whether a
Default has occurred and is continuing;

(b)  No Obligations Regarding Certain Actions . Shall not have any duty to take any discretionary action or
exercise any discretionary powers, except discretionary rights and powers expressly contemplated
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hereby or by the other Loan Documents that Agent is required to exercise as directed in writing by Required Lenders
(or such other number or percentage of Lenders as shall be expressly provided for herein or in any other Loan
Documents, as applicable; provided that Agent shall not be required to take any action that, in its opinion or the opinion
of its counsel, may expose Agent to liability or that is contrary to any Loan Document or applicable laws;

(c) Disclosure Obligations . Shall not, except as expressly set forth herein and in the other Loan Documents,
have any duty to disclose, and shall not be liable for the failure to disclose, any information relating to Borrower or any
of its affiliates that is communicated to or obtained by the person serving as Agent or any of its affiliates in any capacity;
and

(d) Limitation on Liability . Shall not be liable for any action taken or not taken by it: (i) with the consent or at
the request of Required Lenders (or such other number or percentage of Lenders as shall be necessary, or as Agent
shall believe in good faith shall be necessary, under the circumstances as provided in Section 6.2 and Section 8.5); or
(i) in the absence of its own gross negligence or willful misconduct. Agent shall be deemed not to have knowledge of
any Default, unless and until Borrower or a Lender provides written notice to Agent describing such Default. Agent shall
not be responsible for or have any duty to ascertain or inquire into: (A) any statement, warranty or representation made
in or in connection with this Agreement or any other Loan Document; (B) the contents of any certificate, report or other
document delivered hereunder or thereunder or in connection herewith or therewith; (C) the performance or observance
of any of the covenants, agreements or other terms or conditions set forth herein or therein or the occurrence of any
Default; (D) the validity, enforceability, effectiveness or genuineness of this Agreement, any other Loan Document or
any other agreement, instrument or document; or (E) the satisfaction of any condition set forth in Article Il or elsewhere
herein, other than to confirm receipt of items expressly required to be delivered to Agent.

SECTION 7.4. RELIANCE BY AGENT. Agent shall be entitled to rely upon, and shall not incur any liability for
relying upon, any notice, request, certificate, consent, statement, instrument, document or other writing (including any
electronic message, Internet or intranet website posting or other distribution) believed by it to be genuine and to have
been signed, sent or otherwise authenticated by the proper person. Agent also may rely upon any statement made to it
orally or by telephone and believed by it to have been made by the proper person and shall not incur any liability for
relying thereon. In determining compliance with any condition hereunder to the making of a Line of Credit Advance, or
the issuance of a Letter of Credit, that by its terms must be fulfilled to the satisfaction of a specified Lender, Agent may
presume that such condition is satisfactory to such Lender, unless Agent shall have received notice to the contrary from
such Lender prior to the making of such Line of Credit Advance, or the issuance of such Letter of Credit. Agent may
consult with legal counsel (who may be counsel for Borrower), independent accountants and other experts it selects
and shall not be liable for any action it takes or does not take in accordance with the advice of any such counsel,
accountants or experts.

SECTION 7.5. DELEGATION OF DUTIES. Agent may perform any and all of its duties and exercise its rights
and powers hereunder or under any other Loan Document by or through any one or more sub-agents it appoints.
Agent and any such sub-agent may perform any and all of its duties and exercise its rights and powers by or through
their respective related parties. The exculpatory provisions of this Article VII shall apply to any such sub-agent and to
the related parties of Agent and any such sub-agent and shall apply to their respective activities in connection with the
syndication of the credit facilities provided for herein, as well as activities as Agent.

SECTION 7.6. RESIGNATION OF AGENT. Agent may at any time give notice of its resignation to Lenders
and Borrower. Upon receipt of any such notice of resignation, Required Lenders shall have the right, with, unless an
Event of Default exists, the consent of Borrower (which consent shall not be unreasonably withheld), to appoint a
successor, which shall be a bank with an office in the United States, or an affiliate of any such bank with an office in the
United States. If no such successor shall have been so appointed by Required Lenders and shall have accepted such
appointment within thirty (30) days after the
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retiring Agent gives notice of its resignation, then the retiring Agent may on behalf of Lenders, appoint a successor
Agent meeting the qualifications set forth in this Section 7.6 ; provided that, if Agent shall notify Lenders and Borrower
that no qualifying person has accepted such appointment, then such resignation shall nonetheless become effective in
accordance with such notice and (a) the retiring Agent shall be discharged from its duties and obligations hereunder
and under the other Loan Documents (except that in the case of any collateral security held by Agent on behalf of any
Lender under any of the Loan Documents, the retiring Agent shall continue to hold such collateral security until such
time as a successor Agent is appointed) and (b) all payments, communications and determinations provided to be
made by, to or through Agent shall instead be made by or to each Lender directly, until such time as Required Lenders
appoint a successor Agent as provided for in this Section 7.6 . Upon the acceptance of a successor's appointment as
Agent hereunder, such successor shall succeed to and become vested with all of the rights, powers, privileges and
duties of the retiring (or retired) Agent, and the retiring Agent shall be discharged from all of its duties and obligations
hereunder or under the other Loan Documents (if not already discharged therefrom as provided in this Section 7.6 ).
The fees payable by Borrower to a successor Agent shall be the same as those payable to its predecessor unless
otherwise agreed between Borrower and such successor. After the retiring Agent's resignation hereunder and under the
other Loan Documents, the provisions of this Article VIl and Section 8.3 shall continue in effect for the benefit of such
retiring Agent, its sub-agents and their respective related parties in respect of any actions taken or omitted to be taken
by any of them while the retiring Agent was acting as Agent.

Any resignation by Wells Fargo as Agent pursuant to this Section 7.6 shall also constitute its resignation as
Letter of Credit Issuer. Upon the acceptance of a successor's appointment as Agent hereunder: (i) such successor shall
succeed to and become vested with all of the rights, powers, privileges and duties of the retiring Letter of Credit Issuer;
(ii) the retiring Letter of Credit Issuer shall be discharged from all of their respective duties and obligations hereunder or
under the other Loan Documents; and (iii) the successor Letter of Credit Issuer shall issue letters of credit in
substitution for the Letters of Credit, if any, outstanding at the time of such succession or make other arrangements
satisfactory to the retiring Letter of Credit Issuer to effectively assume the obligations of the retiring Letter of Credit
Issuer with respect to such Letters of Credit.

SECTION 7.7. NON-RELIANCE ON AGENT AND OTHER LENDERS. Each Lender acknowledges that it
has, independently and without reliance upon Agent, any other Lender or any of their related parties and based on such
documents and information as it has deemed appropriate, made its own credit analysis and decision to enter into this
Agreement. Each Lender also acknowledges that it will, independently and without reliance upon Agent, any other
Lender or any of their related parties and based on such documents and information as it shall from time to time deem
appropriate, continue to make its own decisions in taking or not taking action under or based upon this Agreement, any
other Loan Document or any related agreement or any document furnished hereunder or thereunder.

SECTION 7.8. NO OTHER DUTIES, ETC. Notwithstanding anything to the contrary contained herein, no
person identified herein or on the facing page or signature pages hereof as a “Syndication Agent,” “Documentation
Agent,” “Co-Agent,” "Book Manager,” “Book Runner,” “Arranger,” “Lead Arranger,” “Co-Lead Arranger” or
“Co-Arranger,” if any, shall have or be deemed to have any right, power, obligation, liability, responsibility or duty under
this Agreement or the other Loan Documents, other than in such person's capacity as: (a) Agent, a Lender, issuer of
Letters of Credit hereunder; and (b) an Indemnitee hereunder.

As used herein, the term “ Indemnitee " means, collectively, Agent (and any sub-agent thereof), each Lender,
Letter of Credit Issuer and each related party of any of the foregoing persons.

SECTION 7.9. AGENT MAY FILE PROOFS OF CLAIM. In case of the pendency of any receivership,
insolvency, liquidation, bankruptcy, reorganization, arrangement, adjustment, composition or other judicial proceeding
relative to Borrower, Agent (irrespective of whether the principal of any amount under the Line of Credit or any Letter of
Credit shall then be due and payable as herein expressed or by declaration or otherwise and irrespective of whether
Agent shall have made any demand on Borrower) shall be entitled
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and empowered, by intervention in such proceeding or otherwise: (a) to file and prove a claim for the whole amount of
the principal and interest owing and unpaid in respect of the Line of Credit and any Letter of Credit and all other
obligations that are owing and unpaid and to file such other documents as may be necessary or advisable in order to
have the claims of Lenders and Agent (including any claim for the reasonable compensation, expenses, disbursements
and advances of Lenders and Agent and their respective agents and counsel and all other amounts due Lenders and
Agent under Section 1.3 and Section 8.3 ) allowed in such judicial proceeding; and (b) to collect and receive any
monies or other property payable or deliverable on any such claims and to distribute the same; and any custodian,
receiver, assignee, trustee, liquidator, sequestrator or other similar official in any such judicial proceeding is hereby
authorized by each Lender to make such payments to Agent and, in the event that Agent shall consent to the making of
such payments directly to Lenders, to pay to Agent any amount due for the reasonable compensation, expenses,
disbursements and advances of Agent and its agents and counsel, and any other amounts due Agent under
Section 1.3 and Section 8.3 . Nothing contained herein shall be deemed to authorize Agent to authorize or consent to
or accept or adopt on behalf of any Lender any plan of reorganization, arrangement, adjustment or composition
affecting the obligations or the rights of any Lender or to authorize Agent to vote in respect of the claim of any Lender in
any such proceeding.

ARTICLE VI
MISCELLANEOUS

SECTION 8.1. NO WAIVER. No delay, failure or discontinuance of Agent or Lenders in exercising any right,
power or remedy under any of the Loan Documents shall affect or operate as a waiver of such right, power or remedy;
nor shall any single or partial exercise of any such right, power or remedy preclude, waive or otherwise affect any other
or further exercise thereof or the exercise of any other right, power or remedy. Any waiver, permit, consent or approval
of any kind by Lenders of any breach of or default under any of the Loan Documents must be in writing and shall be
effective only to the extent set forth in such writing.

SECTION 8.2. NOTICES. All notices, requests and demands which any party is required or may desire to
give to any other party under any provision of this Agreement must be in writing delivered to each party at the following
address:

BORROWER: POWER INTEGRATIONS, INC.
5245 Hellyer Avenue
San Jose, CA 95138

AGENT: WELLS FARGO BANK, NATIONAL ASSOCIATION
Santa Clara Technology Regional Commercial Banking Office
121 S. Market Street, 2 "™ Floor
San Jose, CA 95113

LENDERS: As set forth on Schedule 1

or to such other address as any party may designate by written notice to all other parties. Each such notice, request
and demand shall be deemed given or made as follows: (a) if sent by hand delivery, upon delivery; (b) if sent by mail,
upon the earlier of the date of receipt or three (3) days after deposit in the U.S. mall, first class and postage prepaid;
and (c) if sent by telecopy, upon receipt.

SECTION 8.3. COSTS, EXPENSES AND ATTORNEYS' FEES. Borrower shall pay to Agent and Lenders
immediately upon demand the full amount of all payments, advances, charges, costs and expenses, including
reasonable attorneys' fees (to include outside counsel fees and all allocated costs of Agent's and/or any Lender's in-
house counsel), expended or incurred by Agent or any Lender in connection with (a) the negotiation and preparation of
this Agreement and the other Loan Documents, Agent's continued
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administration hereof and thereof, and the preparation of any amendments and waivers hereto and thereto, (b) the
enforcement of Agent and Lenders' rights and/or the collection of any amounts which become due to Agent or any
Lender under any of the Loan Documents, and (c) the prosecution or defense of any action in any way related to any of
the Loan Documents, including without limitation, any action for declaratory relief, whether incurred at the trial or
appellate level, in an arbitration proceeding or otherwise, and including any of the foregoing incurred in connection with
any bankruptcy proceeding (including without limitation, any adversary proceeding, contested matter or motion brought
by Agent or any Lender or any other person) relating to Borrower or any other person or entity.

SECTION 8.4. SUCCESSORS, ASSIGNMENT.

(&) Successors and Assigns Generally . The provisions of this Agreement shall be binding upon and inure to
the benefit of the parties hereto and their respective successors and assigns permitted hereby, except that Borrower
may not assign or otherwise transfer any of its rights or obligations hereunder without the prior written consent of Agent,
each Lender and Letter of Credit Issuer, and no Lender may assign or otherwise transfer any of its rights or obligations
hereunder except: (i) to an Eligible Assignee in accordance with the provisions of subsection (b) of this Section 8.4 ;
(i) by way of participation in accordance with the provisions of subsection (d) of this Section 8.4 ; or (iii) by way of
pledge or assignment of a security interest subject to the restrictions of subsection (f) of this Section 8.4; and any other
attempted assignment or transfer by any party hereto shall be null and void. Nothing in this Agreement, expressed or
implied, shall be construed to confer upon any person (other than the parties hereto, their respective successors and
assigns permitted hereby, Participants to the extent provided in subsection (d) of this Section 8.4 and, to the extent
expressly contemplated hereby, the related parties of each of Agent, each Lender and Letter of Credit Issuer) any legal
or equitable right, remedy or claim under or by reason of this Agreement.

(b)  Assignments by any Lender . Any Lender may at any time assign to one or more assignees all or a portion
of its rights and obligations under this Agreement (including all or a portion of its Commitment(s) and the Line of Credit
Advances (including for purposes of this subsection (b), participations in Letter of Credit Obligations) at the time owing
to it); provided that any such assignment shall be subject to the following conditions:

()  Minimum Amounts .

(A) in the case of an assignment of the entire remaining amount of the assigning Lender's
Commitment(s) and the Line of Credit Advances at the time owing to it, no minimum amount need be
assigned,;

(B) in any case not described in the immediately preceding subclause (A), the aggregate
amount of any Commitment (which, for this purpose, includes the Outstanding Amount of all Line of
Credit Advances hereunder with respect thereto) or, if the applicable Commitment is not then in effect,
the Outstanding Amount of the Line of Credit Advances of the assigning Lender subject to each such
assignment (determined as of the date the assignment and assumption with respect to such assignment
is delivered to Agent or, if “ Trade Date " is specified in such assignment and assumption, as of such “
Trade Date ") shall not be less than $10,000,000.00, unless (I) Agent consents (which consent shall not
be unreasonably withheld or delayed) and (ll) so long as an Event of Default has not occurred and is
continuing), Borrower consents (which consent shall not be unreasonably withheld); provided that
Borrower shall be deemed to have consented to any such amount unless it shall have objected thereto
by written notice to Agent within five (5) Business Days following the date it receives notice of such
proposed assignment.

(i) Proportionate Amounts . Each partial assignment shall be made as an assignment of a
proportionate part of all of the assigning Lender's rights and obligations under this Agreement with respect to the
Line of Credit Advances or Commitments assigned.
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(i)  Required Consents . No consent shall be required for any assignment other than:
(A) any consent required by required by Section 8.4(b)(i)(B) ;

(B) the consent of Borrower (which consent shall not be unreasonably withheld); provided that
no consent of Borrower shall be required under this Section 8.4(b)(iii)(B) if (I) an Event of Default has
occurred and is continuing or (ll) such assignment is to an Eligible Assignee; provided further that
Borrower shall be deemed to have consented to any such assignment unless it shall have objected
thereto by written notice to Agent within five (5) Business Days following the date it received notice of
such proposed assignment;

(C) the consent of Agent (which consent shall not be unreasonably withheld or delayed) if such
assignment is: (I) an assignment of a Commitment to a person (irrespective of whether such person is
an Eligible Assignee) who does not then have a Commitment; or (Il) an assignment of Line of Credit
Advances to a person that is not an Eligible Assignee; and

(D) the consent of Letter of Credit Issuer (which consent shall not be unreasonably withheld or
delayed) if such assignment increases the obligation of the assignee to participate in exposure under
one or more Letters of Credit (whether or not then outstanding).

(iv)  Assignment and Assumption . The parties to each assignment shall execute and deliver to Agent
an assignment and assumption, together with a processing and recordation fee in the amount of $3,500.00;
provided that Agent: (A) waives such processing and recordation fee in connection with any assignment
effected pursuant to Section 1.10(a) ; and (B) may, in its sole discretion, elect to waive such processing and
recordation fee in the case of any other assignment. The assignee, if it is not a Lender, shall deliver to Agent
such administrative details as Agent may request in order to carry out its duties as Agent.

(v) No Assignment to Borrower . No such assignment shall be made to Borrower or any of its Affiliates
or Subsidiaries.

(vi)  No Assignment to Natural Persons. No such assignment shall be made to a natural person.

Subject to acceptance and recording thereof by Agent pursuant to subsection (c) of this Section 8.4 ,
from and after the effective date specified in each assignment and assumption, the assignee thereunder shall
be a party to this Agreement and, to the extent of the interest assigned by such assignment and assumption,
have the rights and obligations of the assigning Lender under this Agreement, and the assigning Lender
thereunder shall, to the extent of the interest assigned by such assignment and assumption, be released from
its obligations under this Agreement (and, in the case of an assignment and assumption covering all of the
assigning Lender's rights and obligations under this Agreement, such Lender shall cease to be a party hereto)
but shall continue to be entitled to the benefits of Section 1.11 and Section 8.3 with respect to facts and
circumstances occurring prior to the effective date of such assignment. Upon request, Borrower (at its expense)
shall execute and deliver notes to the assignee Lender. Any assignment or transfer by a Lender of rights or
obligations under this Agreement that does not comply with this subsection shall be treated for purposes of this
Agreement as a sale by such Lending Party of a participation in such rights and obligations in accordance with
subsection (d) of this Section 8.4 .

(c) Redqister . Agent, acting solely for this purpose as an agent of Borrower, shall maintain at Agent's Office a
copy of each assignment and assumption delivered to it and a register of Lenders and Letter of Credit Issuer. The
entries in such register shall be conclusive, and Borrower, Agent, Lenders and
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Letter of Credit Issuer may treat each person whose name is recorded in such register pursuant to the terms hereof as
a Lender hereunder for all purposes of this Agreement, notwithstanding notice to the contrary. Such register shall be
available for inspection by each of Borrower and Letter of Credit Issuer, at any reasonable time and from time to time
upon reasonable prior notice. In addition, at any time that a request for a consent for a material or substantive change
to the Loan Documents is pending, any Lender wishing to consult with other Lenders in connection therewith may
request and receive from Agent a copy of such register.

(d) Patrticipations . Any Lender may at any time, without the consent of, or notice to, Borrower or Agent, sell
participations to any Participant in all or a portion of such person's rights and/or obligations under this Agreement
(including all or a portion of its Commitment(s) and/or the Line of Credit Advances (including such Lender's
participations in Letter of Credit Obligations) owing to it); provided that: (i) such person's obligations under this
Agreement shall remain unchanged; (ii) such person shall remain solely responsible to the other parties hereto for the
performance of such obligations; (iii) Borrower, Agent, Lenders and Letter of Credit Issuer shall continue to deal solely
and directly with such person in connection with such person's rights and obligations under this Agreement; and (iv) the
amount of such participation shall not be less than $10,000,000.00 (or the Outstanding Amount of any Line of Credit
Advances). Any document pursuant to which a Lender sells such a participation shall provide that such person shall
retain the sole right to enforce this Agreement and the other Loan Documents and to approve any amendment,
modification or waiver of any provision of this Agreement and the other Loan Documents; provided that such document
may provide that such person will not, without the consent of the Participant, agree to any amendment, waiver or other
modification described in the first proviso to Section 8.5 that affects such Participant. Subject to subsection (e) of this
Section 8.4 , Borrower agrees that each Participant shall be entitled to the benefits of Section 1.12 to the same extent
as if it were a Lender hereunder and had acquired its interest by assignment pursuant to subsection (b) of this
Section 8.4 . To the extent permitted by law, each Participant also shall be entitled to the benefits of any right of setoff
hereunder as though it were a Lender Party, as long as such Participant agrees to be subject to Section 1.8 as though
it were a Lender.

(e) Limitation upon Participant Rights . A Participant shall not be entitled to receive any greater payment
under Section 1.12 than the applicable Lender would have been entitled to receive with respect to the participation sold
to such Participant, unless the sale of the participation to such Participant is made with Borrower's prior written consent.

() Certain Pledges . Any Lender may at any time pledge or assign a security interest in all or any portion of its
rights under this Agreement (including under its note, if any) to secure obligations of such Lender owing to a Federal
Reserve Bank; provided that no such pledge or assignment shall release such Lender from any of its obligations
hereunder or substitute any such pledgee or assignee for such Lender as a party hereto.

(g) Electronic Execution of Assignments . The words “ execution ,” “ signed ,” “ signature ,” and words of like
import in any assignment and assumption shall be deemed to include electronic signatures or the keeping of records in
electronic form, each of which shall be of the same legal effect, validity or enforceability as a manually executed
signature or the use of a paper—based recordkeeping system, as the case may be, to the extent and as provided for in
any applicable Laws, including the Federal Electronic Signatures in Global and National Commerce Act, the California
Uniform Electronic Transactions Act or any other similar state laws based on the Uniform Electronic Transactions Act.

(h) Resignation as Letter of Credit Issuer . Notwithstanding anything to the contrary contained herein, if at any
time Wells Fargo assigns all of its Commitments and Loans pursuant to subsection (b) of this Section 8.4 , Wells Fargo
may upon thirty (30) days' notice to Borrower and all Lenders, resign as Letter of Credit Issuer. In the event of any such
resignation as Letter of Credit Issuer, Borrower shall be entitled to appoint from among Lenders a successor Letter of
Credit Issuer; provided that no failure by Borrower to appoint any such successor shall affect the resignation of Wells
Fargo as Letter of Credit Issuer. If Wells Fargo resigns as Letter of Credit Issuer, it shall retain all the rights and
obligations of Letter of Credit Issuer
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hereunder with respect to all Letters of Credit outstanding as of the effective date of its resignation as Letter of
Credit Issuer and all Letter of Credit Obligations with respect thereto (including the right to require Lenders to make
Line of Credit Advances that are Prime Rate Loans or fund risk participations in Unreimbursed Amounts pursuant to
Section 1.2(c) ).

SECTION 8.5. AMENDMENTS, ETC. No amendment or waiver of any provision of this Agreement or any
other Loan Document, and no consent to any departure by Borrower or any subsidiary thereof therefrom, shall be
effective unless in writing signed by Required Lenders (or Agent at the written request of Required Lenders) and
Borrower as the case may be, with receipt acknowledged by Agent, and each such waiver or consent shall be effective
only in the specific instance and for the specific purpose for which given; provided that no such amendment, waiver or
consent shall:

(@) Matters Involving Certain Lenders .

(i) postpone or delay any date fixed by this Agreement or any other Loan Document for any payment
of principal, interest, fees or other amounts due to any Lender hereunder or under any other Loan Document, or
reduce the amount due to any Lender on any such date, in each case without the written consent of such
Lender; or

(i)  reduce the principal of, or the rate of interest or commitment fee specified herein on, any Line of
Credit Advance or any Commitment or other amounts payable to any Lender hereunder or under any other
Loan Document, in each case without the written consent of such Lender; or

(i)  increase, extend the expiry of, or reinstate, the Commitment of any Lender without the written
consent of such Lender;

(b)  Matters Involving All Lenders . Unless in writing and signed by all Lenders with receipt acknowledged by
Agent, do any of the following:

() increase or extend the Commitments or the Letter of Credit Sublimit (or reinstate any such
Commitment or the Letter of Credit Sublimit to the extent terminated pursuant to Section 6.2 ) without the
consent of each Lender; or

(i)  amend any provision herein providing for consent or other action by all Lenders; or

(i) amend the definition of “ Required Lenders ”; or

(iv) amend this Section 8.5 ; or

(v) release all or any portion of any collateral securing the obligations of Borrower under this
Agreement and the other Loan Documents; or

(vi) release or terminate any guaranty in favor of Agent guaranteeing the payment or performance of
any obligations under this Agreement or any other Loan Document; or

(vi)  amend the definition of * Maturity Date ”;

(c) Matters Involving Required Lenders . No such waiver, amendment or consent to any representation,
warranty, covenant, Event of Default or other provision of any Loan Document shall be effective for purposes of
Section 3.2 with respect to the making of Line of Credit Advances or the issuance of any Letter of Credit, the extension
of the expiry date of any Letter of Credit or the increase of the amount of any Letter of Credit after the Closing Date
unless in writing and signed by Required Lenders and Borrower, with receipt acknowledged by Agent;

provided further that: (i) no amendment, waiver or consent shall, unless in writing and signed by Letter of
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Credit Issuer in addition to such Lenders as are otherwise required by this Section 8.5 , affect the rights or duties of
Letter of Credit Issuer under this Agreement or any related document relating to any Letter of Credit issued or to be
issued by it; and (ii) no amendment, waiver or consent shall, unless in writing and signed by Agent in addition to such
Lenders as are otherwise required by this Section 8.5 , affect the rights or duties of Agent under this Agreement or any
other Loan Document. Notwithstanding anything to the contrary herein, no Lender who is at the time a Defaulting
Lender shall have any right to approve or disapprove any amendment, waiver or consent hereunder, except that the
Commitment of such Lender may not be increased or extended without the consent of such Lender.

SECTION 8.6. ENTIRE AGREEMENT. This Agreement and the other Loan Documents constitute the entire
agreement between the parties hereto with respect to each credit subject hereto and supersede all prior negotiations,
communications, discussions and correspondence concerning the subject matter hereof.

SECTION 8.7. NO THIRD PARTY BENEFICIARIES. This Agreement is made and entered into for the sole
protection and benefit of the parties hereto and their respective permitted successors and assigns, and no other person
or entity shall be a third party beneficiary of, or have any direct or indirect cause of action or claim in connection with,
this Agreement or any other of the Loan Documents to which it is not a party.

SECTION 8.8. TIME. Time is of the essence of each and every provision of this Agreement and each other of
the Loan Documents.

SECTION 8.9. SEVERABILITY OF PROVISIONS. If any provision of this Agreement shall be prohibited by or
invalid under applicable law, such provision shall be ineffective only to the extent of such prohibition or invalidity without
invalidating the remainder of such provision or any remaining provisions of this Agreement.

SECTION 8.10. COUNTERPARTS. This Agreement may be executed in any number of counterparts, each of
which when executed and delivered shall be deemed to be an original, and all of which when taken together shall
constitute one and the same Agreement.

SECTION 8.11. GOVERNING LAW. This Agreement shall be governed by and construed in accordance with
the laws of the State of California.

SECTION 8.12. ARBITRATION.

(@) Arbitration . The parties hereto agree, upon demand by any party, to submit to binding arbitration all
claims, disputes and controversies between or among them (and their respective employees, officers, directors,
attorneys, and other agents), whether in tort, contract or otherwise in any way arising out of or relating to (i) any credit
subject hereto, or any of the Loan Documents, and their negotiation, execution, collateralization, administration,
repayment, modification, extension, substitution, formation, inducement, enforcement, default or termination; or (ii)
requests for additional credit.

(b)  Governing Rules . Any arbitration proceeding will (i) proceed in a location in California selected by the
American Arbitration Association (* AAA ™); (ii) be governed by the Federal Arbitration Act (Title 9 of the United States
Code), notwithstanding any conflicting choice of law provision in any of the documents between the parties; and (iii) be
conducted by the AAA, or such other administrator as the parties shall mutually agree upon, in accordance with the
AAA's commercial dispute resolution procedures, unless the claim or counterclaim is at least $1,000,000.00 exclusive
of claimed interest, arbitration fees and costs in which case the arbitration shall be conducted in accordance with the
AAA's optional procedures for large, complex commercial disputes (the commercial dispute resolution procedures or
the optional procedures for large, complex commercial disputes to be referred to herein, as applicable, as the “ Rules ).
If there is any inconsistency between the terms hereof and the Rules, the terms and procedures set forth herein shall
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control. Any party who fails or refuses to submit to arbitration following a demand by any other party shall bear all costs
and expenses incurred by such other party in compelling arbitration of any dispute. Nothing contained herein shall be
deemed to be a waiver by any party that is a bank of the protections afforded to it under 12 U.S.C. 891 or any similar
applicable state law.

(c) No Waiver of Provisional Remedies, Self-Help and Foreclosure . The arbitration requirement does not limit
the right of any party to (i) foreclose against real or personal property collateral; (ii) exercise self-help remedies relating
to collateral or proceeds of collateral such as setoff or repossession; or (iii) obtain provisional or ancillary remedies such
as replevin, injunctive relief, attachment or the appointment of a receiver, before during or after the pendency of any
arbitration proceeding. This exclusion does not constitute a waiver of the right or obligation of any party to submit any
dispute to arbitration or reference hereunder, including those arising from the exercise of the actions detailed in
sections (i), (ii) and (iii) of this paragraph.

(d)  Arbitrator Qualifications and Powers . Any arbitration proceeding in which the amount in controversy is
$5,000,000.00 or less will be decided by a single arbitrator selected according to the Rules, and who shall not render
an award of greater than $5,000,000.00. Any dispute in which the amount in controversy exceeds $5,000,000.00 shall
be decided by majority vote of a panel of three arbitrators; provided however, that all three arbitrators must actively
participate in all hearings and deliberations. The arbitrator will be a neutral attorney licensed in the State of California or
a neutral retired judge of the state or federal judiciary of California, in either case with a minimum of ten years
experience in the substantive law applicable to the subject matter of the dispute to be arbitrated. The arbitrator will
determine whether or not an issue is arbitratable and will give effect to the statutes of limitation in determining any
claim. In any arbitration proceeding the arbitrator will decide (by documents only or with a hearing at the arbitrator's
discretion) any pre-hearing motions which are similar to motions to dismiss for failure to state a claim or motions for
summary adjudication. The arbitrator shall resolve all disputes in accordance with the substantive law of California and
may grant any remedy or relief that a court of such state could order or grant within the scope hereof and such ancillary
relief as is necessary to make effective any award. The arbitrator shall also have the power to award recovery of all
costs and fees, to impose sanctions and to take such other action as the arbitrator deems necessary to the same extent
a judge could pursuant to the Federal Rules of Civil Procedure, the California Rules of Civil Procedure or other
applicable law. Judgment upon the award rendered by the arbitrator may be entered in any court having jurisdiction.
The institution and maintenance of an action for judicial relief or pursuit of a provisional or ancillary remedy shall not
constitute a waiver of the right of any party, including the plaintiff, to submit the controversy or claim to arbitration if any
other party contests such action for judicial relief.

(e) Discovery . In any arbitration proceeding, discovery will be permitted in accordance with the Rules. All
discovery shall be expressly limited to matters directly relevant to the dispute being arbitrated and must be completed
no later than 20 days before the hearing date. Any requests for an extension of the discovery periods, or any discovery
disputes, will be subject to final determination by the arbitrator upon a showing that the request for discovery is
essential for the party's presentation and that no alternative means for obtaining information is available.

(H Class Proceedings and Consolidations . No party hereto shall be entitled to join or consolidate disputes by
or against others in any arbitration, except parties who have executed any Loan Document, or to include in any
arbitration any dispute as a representative or member of a class, or to act in any arbitration in the interest of the general
public or in a private attorney general capacity.

(9) Payment Of Arbitration Costs And Fees . The arbitrator shall award all costs and expenses of the
arbitration proceeding.

(h) Real Property Collateral; Judicial Reference . Notwithstanding anything herein to the contrary, no dispute
shall be submitted to arbitration if the dispute concerns indebtedness secured directly or indirectly, in whole or in part,
by any real property unless (i) the holder of the mortgage, lien or security interest
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specifically elects in writing to proceed with the arbitration, or (ii) all parties to the arbitration waive any rights or benefits
that might accrue to them by virtue of the single action rule statute of California, thereby agreeing that all indebtedness
and obligations of the parties, and all mortgages, liens and security interests securing such indebtedness and
obligations, shall remain fully valid and enforceable. If any such dispute is not submitted to arbitration, the dispute shall
be referred to a referee in accordance with California Code of Civil Procedure Section 638 et seq., and this general
reference agreement is intended to be specifically enforceable in accordance with said Section 638. A referee with the
gualifications required herein for arbitrators shall be selected pursuant to the AAA's selection procedures. Judgment
upon the decision rendered by a referee shall be entered in the court in which such proceeding was commenced in
accordance with California Code of Civil Procedure Sections 644 and 645.

(i) Miscellaneous . To the maximum extent practicable, the AAA, the arbitrators and the parties shall take all
action required to conclude any arbitration proceeding within 180 days of the filing of the dispute with the AAA. No
arbitrator or other party to an arbitration proceeding may disclose the existence, content or results thereof, except for
disclosures of information by a party required in the ordinary course of its business or by applicable law or regulation. If
more than one agreement for arbitration by or between the parties potentially applies to a dispute, the arbitration
provision most directly related to the Loan Documents or the subject matter of the dispute shall control. This arbitration
provision shall survive termination, amendment or expiration of any of the Loan Documents or any relationship between
the parties.

() Small Claims Court . Notwithstanding anything herein to the contrary, each party retains the right to pursue
in Small Claims Court any dispute within that court's jurisdiction. Further, this arbitration provision shall apply only to
disputes in which either party seeks to recover an amount of money (excluding attorneys' fees and costs) that exceeds
the jurisdictional limit of the Small Claims Court.

SECTION 8.13. USA PATRIOT ACT NOTICE. Each Lender that is subject to the Patriot Act and Agent (for itself
and not on behalf of any Lender) hereby notifies Borrower that, pursuant to the requirements of the Patriot Act, they are
required to obtain, verify and record information that identifies Borrower, which information includes the name and
address of Borrower and other information that will allow such Lender or Agent, as applicable to identify Borrower in
accordance with the Patriot Act.

As used herein, the term “ Patriot Act " means the USA Patriot Act (Title Il of Pub. L. 107-56 (signed into law
October 26, 2001)).
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IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be executed as of the day and year

first written above.

BORROWER:

POWER INTEGRATIONS, INC.

By: /s/ Balu Balakrishnan

Balu Balakrishnan,
President & CEO

LENDERS:

WELLS FARGO BANK,
NATIONAL ASSOCIATION

By: /s/ Greg P. Cohn

Greg P. Cohn,
Senior Vice President

LETTER OF CREDIT ISSUER:

WELLS FARGO BANK,
NATIONAL ASSOCIATION

By: /s/ Greg P. Cohn

Greg P. Cohn,
Senior Vice President

AGENT:

WELLS FARGO BANK,
NATIONAL ASSOCIATION

By: /s/ Greg P. Cohn
Greg P. Cohn,
Senior Vice President

UNION BANK, N.A.

By: /s/ Michael J. McCutchin
Michael J. McCutchin,
Vice President
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Schedule 1to Credit Agreement

Lender

Address

Commitment

Pro Rata Share

Wells Fargo Bank, Nation

Santa Clara Technology Regional

Commercial Banking Office

121 S. Market Street, 2 "™ Floor

Association San Jose, CA 95113 $65,000,000.00 65%
San Jose Regional Office
99 Almaden Boulevard, Suite 200
MC 1-645
Union Bank, N.A. San Jose, CA 95113 $35,000,000.00 35%
Total: $100,000,000.00 100%
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Schedule 2 to Credit Agreement

Existing Letters of Credit

Beneficiary

Number

Issue Date

Expiry Date

Letter of Credit Issue
Amount

SS SC IP Holdings, LLC
c/o Southern Farm Bureau Life
Insurance
Attn: Chief Investment Officer
1401 Livingston Rd.
Jackson, Mississippi 39213

1IS0002369

August 11, 201

| August 19, 201}

$15,000,000
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Exhibit A to Credit Agreement

LIBOR Early Termination Prepayment Example

Amount of LIBOR Rate Loans: $1,000,000.00
Initial Date: February 1, 2013
Fixed Rate Term: 90 days to May 1, 2013
Initial Rate (for illustrative purposes only): 6%
Termination Date: April 1, 2013 April 1, 2013
Days Remaining: 30 days 30 days
LIBOR at Termination Date for Days Remaining (30-
day LIBOR): 0.3% 0.5%

Two Examples - one rate higher and one rate lowert éhe time of termination
Prepayment Calculation

Rate Lower Rate Higher
Interest over remaining 30 days if no termination: 375 375
Interest over remaining 30 days at new LIBOR Rate a
Termination Date (i.e., 0.30% and 0.50% with 30sday
remaining): 250 417
Difference in interest over remaining days in term: 125 (42)
Prepayment that would apply: 125 none

40




LINE OF CREDIT NOTE

$65,000,000.00 San Jose, California
July 5, 2012

FOR VALUE RECEIVED, the undersigned POWER INTEGRATIONS, INC. (“Borrower”) promises to
pay to the order of WELLS FARGO BANK, NATIONAL ASSOCIATION (“Wells Fargo ") at the Agent's Office
described in the Credit Agreement, or at such other place as the holder hereof may designate, in lawful
money of the United States of America and in immediately available funds, the principal amount of Sixty-Five
Million Dollars ($65,000,000.00), or so much thereof as may be advanced and be outstanding, with interest
thereon, to be computed on each advance from the date of its disbursement, whether before or after any
breach hereof at the rate(s) per annum and on the terms set forth in the Credit Agreement, dated as of July 5,
2012, among Borrower, Union Bank, N.A. (“ Union "), Wells Fargo, each other financial institution listed on
Schedule 1 thereto (collectively, including Wells Fargo in its capacity as a lender thereunder, the “ Lenders "),
and Wells Fargo as administrative agent for the Lenders (in such capacity, “ Agent ), as amended, restated,
modified and/or supplemented from time to time (the “ Credit Agreement ”).

Borrower promises to pay interest on the unpaid principal amount of each Line of Credit Advance as
provided in the Credit Agreement. If any amount is not paid in full when due hereunder, such unpaid amount
shall bear interest, to be paid upon demand, from the due date thereof until the date of actual payment (and
before as well as after judgment) as set forth in the Credit Agreement.

This Note is one of the notes made pursuant to the Credit Agreement. All terms defined in the Credit
Agreement shall have the same meaning when used herein, and the rates of interest applicable hereto shall
change from time to time in accordance with the terms of the Credit Agreement.

The unpaid principal balance of this Note at any time shall be the total of all amounts advanced
hereunder by the holder hereof less the amount of all principal payments made hereon by or for Borrower,
which balance may be endorsed hereon from time to time by the holder. The outstanding principal balance of
this Note, together with any accrued and unpaid interest thereon, shall be due and payable in full on July 5,
2015. Borrower may prepay principal on this Note solely in accordance with the terms of the Credit
Agreement.

Upon the occurrence and continuation of one or more of the Events of Default specified in the Credit
Agreement, all amounts then remaining unpaid on this Note shall become, or may be declared to be,
immediately due and payable all as provided in the Credit Agreement. Line of Credit Advances made by the
holder of this Note shall be evidenced by one or more loan accounts or records maintained by the holder of
this Note in the ordinary course of business. Lender may also attach schedules to this Note and endorse
thereon the date, amount and maturity of its Line of Credit Advances and payments with respect thereto.

Borrower, for itself, its successors and assigns, hereby waives diligence, presentment, protest and
demand and notice of protest, demand, dishonor and non-payment of this Note.
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This Note shall be governed by and construed in accordance with the laws of the State of California,
except to the extent the holder of this Note has greater rights or remedies under Federal law, whether as a
national bank or otherwise, in which case such choice of California law shall not be deemed to deprive the
holder of this Note of such rights and remedies as may be available under Federal law.

[Signature follows on next page.]
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IN WITNESS WHEREOF, the undersigned has caused this promissory note to be duly executed as of

the day and year first written above.

By:
Name:
Title:

POWER INTEGRATIONS, INC.,
a Delaware corporation

/s/ Balu Balakrishnan

Balu Balakrishnan,
President & CEO




LINE OF CREDIT NOTE

$35,000,000.00 San Jose, California
July 5, 2012

FOR VALUE RECEIVED, the undersigned POWER INTEGRATIONS, INC. (“Borrower”) promises to
pay to the order of UNION BANK, N.A. (“Union”) at the Agent's Office described in the Credit Agreement, or
at such other place as the holder hereof may designate, in lawful money of the United States of America and
in immediately available funds, the principal amount of Thirty-Five Million Dollars ($35,000,000.00), or so
much thereof as may be advanced and be outstanding, with interest thereon, to be computed on each
advance from the date of its disbursement, whether before or after any breach hereof at the rate(s) per
annum and on the terms set forth in the Credit Agreement, dated as of July 5, 2012, among Borrower, Union,
Wells Fargo Bank, National Association (* Wells Fargo "), each other financial institution listed on Schedule 1
thereto (collectively, including Wells Fargo in its capacity as a lender thereunder, the “ Lenders "), and Wells
Fargo as administrative agent for the Lenders (in such capacity, “ Agent ”), as amended, restated, modified
and/or supplemented from time to time (the *“ Credit AQreement ”).

Borrower promises to pay interest on the unpaid principal amount of each Line of Credit Advance as
provided in the Credit Agreement. If any amount is not paid in full when due hereunder, such unpaid amount
shall bear interest, to be paid upon demand, from the due date thereof until the date of actual payment (and
before as well as after judgment) as set forth in the Credit Agreement.

This Note is one of the notes made pursuant to the Credit Agreement. All terms defined in the Credit
Agreement shall have the same meaning when used herein, and the rates of interest applicable hereto shall
change from time to time in accordance with the terms of the Credit Agreement.

The unpaid principal balance of this Note at any time shall be the total of all amounts advanced
hereunder by the holder hereof less the amount of all principal payments made hereon by or for Borrower,
which balance may be endorsed hereon from time to time by the holder. The outstanding principal balance of
this Note, together with any accrued and unpaid interest thereon, shall be due and payable in full on July 5,
2015. Borrower may prepay principal on this Note solely in accordance with the terms of the Credit
Agreement.

Upon the occurrence and continuation of one or more of the Events of Default specified in the Credit
Agreement, all amounts then remaining unpaid on this Note shall become, or may be declared to be,
immediately due and payable all as provided in the Credit Agreement. Line of Credit Advances made by the
holder of this Note shall be evidenced by one or more loan accounts or records maintained by the holder of
this Note in the ordinary course of business. Lender may also attach schedules to this Note and endorse
thereon the date, amount and maturity of its Line of Credit Advances and payments with respect thereto.

Borrower, for itself, its successors and assigns, hereby waives diligence, presentment, protest and
demand and notice of protest, demand, dishonor and non-payment of this Note.

1




This Note shall be governed by and construed in accordance with the laws of the State of California,
except to the extent the holder of this Note has greater rights or remedies under Federal law, whether as a
national bank or otherwise, in which case such choice of California law shall not be deemed to deprive the
holder of this Note of such rights and remedies as may be available under Federal law.

[Signature follows on next page.]




IN WITNESS WHEREOF, the undersigned has caused this promissory note to be duly executed as of

the day and year first written above.

By:
Name:
Title:

POWER INTEGRATIONS, INC.,
a Delaware corporation

/s/ Balu Balakrishnan

Balu Balakrishnan,
President & CEO



Exhibit 10.2

Description of Directors Equity Compensation Progran

Initial and annual grants will be made to algdirectors primarily under the Power Integrasi@®07 Equity
Incentive Plan (the 2007 Plan ") as follows (the “Directors Equity Compensation Program ”):

1. Each current participant and each individual whaildde eligible to participate in the 1997 Outdidiesctors
Stock Option Plan shall be a participant in theeDiors Equity Compensation Program;

2. On the first trading day of July in each year (tRegular Grant Date”):

- Each outside director will receive a grant of amiggaward with an aggregate value of $100,000 {the
Award”).

« At each outside director's election, such Award M@onsist entirely of RSUs or entirely of optic

If applicable, the number of options issuable ursleth Award would be calculated as the d
value of such Award allocated to options dividedthy BlackScholes value of one option sk
as of the grant date (and the exercise price df sption would equal the closing trading pric
the Company's common stock on such grant date).

If applicable, the number of RSUs issuable undehsiward would be calculated as the dc
value of such Award allocated to RSUs divided bg tihosing trading price of the Compal
common stock on such grant date.

Each such Award would vest in full effective immately prior to the commencement of
Company's first annual meeting of stockholdershm year following the year of the grant d
provided that the recipient is still providing sees to the Company as a director as of such
and, provided, further, that 100% of the sharegestiio such Award would be deemed f
vested upon the occurrence of a Change of Corasokuch term is defined in the Compa
2007 Plan.

3. A new eligible director would receive under the 2@an (or, if determined by the Committee, untier199°
Outside Directors Stock Option Plan) an Award, wmhdavard shall consist entirely of RSUs or entirefyoptions, at
such new eligible director's election, and shaléfaal to the pro rated portion of the CompanyraiahAwards based
on the time between the date the new directorpsiaped to the Board and the first trading day estiag in the month
of July following such director's appointment.

4. The Directors Equity Compensation Program shallaiarm effect at the discretion of the Board or the
Compensation Committee.



Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER

[, Balu Balakrishnan certify that:
1. | have reviewed this Form 10-Q of Power Integre, Inc.;

2. Based on my knowledge, this report does notadorany untrue statement of a material fact or aonditate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisletading with respect to the
period covered by this report;

3. Based on my knowledge, the financial statements$ odimer financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtf@ periods presented in this report;

4.  The registrant's other certifying officer anaré responsible for establishing and maintainiisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag @defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant andérav

(@) Designed such disclosure controls and procsdorecaused such disclosure controls and procedaoitge designed under
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, paitidy during the period in which this report isiige prepared;

(b) Designed such internal control over financégdarting, or caused such internal control overrfaial reporting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the preparati
of financial statements for external purposes toatance with generally accepted accounting priesijp

(c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentsi report our
conclusions about the effectiveness of the disctsantrols and procedures, as of the end of thegeovered by this report
based on such evaluation; and

(d) Disclosed in this report any change in thestgit's internal control over financial reportihgt occurred during the
registrant's most recent fiscal quarter (the regists fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeaft, the registrant's internal control over finahcéporting; and

5.  The registrant's other certifying officer arfthive disclosed, based on our most recent evaluatimiernal control over financial
reporting, to the registrant's auditors and thdtaxmnmittee of the registrant's board of direct@ispersons performing the equivalent
functions):

(@  All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting

which are reasonably likely to adversely affectrbgistrant's ability to record, process, summaaizé report financial
information; and

(b)  Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmifiole in the
registrant's internal control over financial repugt

Dated:  October 30, 2012 By: /s/ BALU BALAKRISHNAN

Balu Balakrishnan
Chief Executive Officer




Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER

I, Sandeep Nayyar, certify that:
1. | have reviewed this Form 10-Q of Power Integred, Inc.;

2. Based on my knowledge, this report does notadorany untrue statement of a material fact or aonditate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisletading with respect to the
period covered by this report;

3. Based on my knowledge, the financial statement$ odimer financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtf@ periods presented in this report;

4.  The registrant's other certifying officer anaré responsible for establishing and maintainiisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag @defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant andérav

(@) Designed such disclosure controls and procsdorecaused such disclosure controls and procedaoitge designed under
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, paitidy during the period in which this report isiige prepared;

(b) Designed such internal control over financégdarting, or caused such internal control overrfaial reporting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the preparati
of financial statements for external purposes toatance with generally accepted accounting priesijp

(c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentsi report our
conclusions about the effectiveness of the disctsantrols and procedures, as of the end of thegeovered by this report
based on such evaluation; and

(d) Disclosed in this report any change in thestgit's internal control over financial reportihgt occurred during the
registrant's most recent fiscal quarter (the regists fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeaft, the registrant's internal control over finahcéporting; and

5.  The registrant's other certifying officer arfthive disclosed, based on our most recent evaluatimiernal control over financial
reporting, to the registrant's auditors and thdtaxmnmittee of the registrant's board of direct@ispersons performing the equivalent
functions):

(@  All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting
which are reasonably likely to adversely affectrbgistrant's ability to record, process, summaaizé report financial
information; and

(b)  Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmifiole in the
registrant's internal control over financial repugt

Dated:  October 30, 2012 By: /s/ SANDEEP NAYYAR

Sandeep Nayyar
Chief Financial Officer




Exhibit 32.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350SADOPTED PURSUANT TO SECTION 906 OF
THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Powdegrations, Inc. (the “Company”) on Form 10-Q foe quarter ended September 30,
2012, as filed with the Securities and Exchangm@ission on the date hereof (the “Report”), |, BBalakrishnan, Chief Executive Officer of
the Company, pursuant to 18 U.S.C. Section 1358dapted pursuant to Section 906 of the Sarbanésy@xt of 2002 (“Section 906"),
certify to the best of my knowledge that:

(1) The Report fully complies with the requiremeotsSection 13(a) or Section 15(d) of the Secwsifi&zchange Act of 1934; and

(2) The information contained in the Report faphgsents, in all material respects, the finan@aldition and results of operations of
the Company.

Dated:  October 30, 2012 By: /s/ BALU BALAKRISHNAN

Balu Balakrishnan
Chief Executive Officer

A signed original of this written statement reqditey Section 906, or other document authenticatiegnowledging, or otherwise
adopting the signature that appears in typed forithiw the electronic version of this written statmhrequired by Section 906, has been
provided to the Registrant and will be retainedtiy Registrant and furnished to the Securities Brchange Commission or its staff ug
request.



Exhibit 32.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 13505SADOPTED PURSUANT TO SECTION 906 OF
THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Powdegrations, Inc. (the “Company”) on Form 10-Q foe quarter ended September 30,
2012, as filed with the Securities and Exchangm@ssion on the date hereof (the “Report”), |, SseplNayyar, Chief Financial Officer of
the Company, pursuant to 18 U.S.C. Section 1358dapted pursuant to Section 906 of the Sarbanésy@xt of 2002 (“Section 906"),
certify to the best of my knowledge that:

(1) The Report fully complies with the requiremeotsSection 13(a) or Section 15(d) of the Secwgifi&zchange Act of 1934; and

(2) The information contained in the Report faphgsents, in all material respects, the finan@aldition and results of operations of
the Company.

Dated:  October 30, 2012 By: /s/ SANDEEP NAYYAR

Sandeep Nayyar
Chief Financial Officer

A signed original of this written statement reqditey Section 906, or other document authenticaticgnowledging, or otherwise
adopting the signature that appears in typed forithiw the electronic version of this written statmhrequired by Section 906, has been
provided to the Registrant and will be retainedtiy Registrant and furnished to the Securities Brchange Commission or its staff ug
request.



